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Condensed Statement Condition, June 30, 1951 


ASSETS (Lire) LIABILITIES 

Cash, Balances with Banks Capital 1,150,000,000 

Money 66,522,964,427 Ordinary Reserve Fund 2,060,000,000 

Invest- curities Treasury 

ments Deposits Current Accounts 
(Including Balance Profit 

Contango, Advances Securi- Cheques Circulation (assegni 

Bills receivable for Collection 12,030,736,910 
Guarantees Acceptances for 

Premises, Furnitures Fixtures Sundry Accounts 28,988,075,267 

Customers’ Liability for Gua- Retirement Ac- 

6 

Special guaranteed Accounts Accounts 

Staff Assistance Retirement Bank’s Securities 
Fund-Securities deposited Staff Assistance Retirement 

the Bank Guarantee Fund 


AUTONOMOUS SECTIONS FOR SPECIAL CREDITS 


SECTION FOR CREDIT MEDIUM AND MINOR INDUSTRIES 
Capital, Reserves and Government Guarantee Fund 2,310,000,000 


SECTION FOR HOTEL AND TOURIST CREDIT 
Aggregate Capital and Reserves 434,954,817 


SECTION FOR CO-OPERATIVE CREDIT 
Capital and Reserves 2,513,169,522 Government Guarantee 2,000,000,000 


SECTION FOR MORTGAGE CREDIT 
Aggregate Capital and Reserves 555,454,784 


SECTION FOR CINEMA CREDIT 
Aggregate Capital and Reserves 544,891,830 
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SUMMARY 


the previous issue published Sayers’ The Concept Liquidity 
English Banking» contribution the International Credit Conference 
held Rome from 18th 24th October, 1951. are glad present now further 
articles Wallich, Gambino and Blom problems which are 
the agenda the Conference (Bank Liquidity Credit Control). The and 
III parts study The Sterling Area» Wightman follow. 


«In the United States, bank liquidity has not represented major problem for 
many years. During period when liquidity became increasingly interesting 
academic economists apparent determinant consumer and business behavior, 
its significance for bankers diminished. Recently, however, the rush new lending 
and the drop many bank-held government securities par has somewhat changed 
the situation. has bankers recognize that fart their portfolio has 
lost some its earlier liquidity. Increasingly one hears individual banks regarding 
up’. this situation, interest focuses three aspects liquidity 
the liquidity position individual banks; the liquidity the entire banking 
system its relation monetary policy; and questions arising out the coincidence 
slim capital margins, wider market fluctuations, and low earnings». These three 
aspects are vividly examined Prof. Henry the article Some 
Current Features Bank Liquidity the United States 


(1) for individual banks, the Author outlines the main factors both 
institutional and historical character which since the disasters the early thirties 
have been contributing greater liquidity and stability (deposit insurance, expansion 
government broadening Federal Reserve powers, general antideflationary 
orientation American economic policy, and on). Wallich calls at- 
tention also change the attitude the majority American bankers who 
today set their liquidity sights higher than the twenties »... and show heightened 
conservatism... greater caution 


(2) For monetary policy, bank liquidity... the focus attack. Through the 
variation reserve funds and through subtle technique manipulating the market 
for the banks’ secondary reserve instruments and longer-term security holdings, the 
monetary authorities influence the banks’ willingness and ability lend 

Here the developments experienced since the Treasury Federal Reserve accord 
March 1951 are particularly important. The results this rather mild move [reduced 
official support drop many government securities small upward movements 
interest have been striking: the willingness banks 
lend have been noticeably This sharp reaction lenders 
change their liquidity, engineered the monetary authorities lends strong 
support school thought that has been gaining ground recently. 
wiew holds that under present conditions quite small changes interest rates 
and the price securities are sufficient bring about substantial changes the 
credit situation... increase uncertainty about future prices may cause 
substantiai postponement new commitments. decline the market below cost 
prices in’ investors who could sell only loss and makes these assets 


temporarily useless secondary reserves out which new loans investments 
could made The recent lessons under these two aspects offer new elements the age- 
long discussion about the influence and modus operandi changes the interest 
rate. Prof. Wallich who already contributed 1946 important study the 
Changing Significance the Interest Rate (in The American Economic 
pointing rationing effect interest variations for the lending activity 
contrasted with the pure cost effect calls now attention the new view which 
more intimately than ever monetary policy and bank liquidity. does not rely the 
widely questioned effectiveness interest rates persuading entrepreneurs borrow, and 
savers save, more less than before. addresses itself directly the lender. 
What affected interest rates not primarily the flow saving and investment, 
but the handling pool loanable funds the charge 

implement the new strategy, whose effectiveness requires further tests, open market 
operations are the best device. Since however circumstances may well arise that 
would again limit the freedom open market the Author surveys also 
the role that reserve requirements various kind might play. His attitude towards 
present-days proposals this matter (extension existing reserve 
and «loan reserve» plans, secondary reserve requirements») cauticus one, 
tending stress the unwisdom embodying too much current thinking permanent 
laws. 


(3) regards the consequences insufficient earnings and slim capital ratios, 
significant for prof. Wallich’s discussion the compulsion limit risk that flows 
from low capitalization... Today, the desire protect their solvency pushing 
the banks the direction increasing liquidity because the more nearly risk-free 
assets that they seek mostly government securities also happen the more 
liquid ones. lower degree liquidity would probably still quite adequate 
couid made rest broader capital base 


Increasing uncertainties have made the need for liquidity pervasive element 
every modern economic activity and predominant feature our time. 
Thus, the problem liquidity has reached beyond the limits the interests the 
firm, and now ranks among the central problems the modus operandi the 
economic system. 

Keynes’s contribution this effect was fundamental 
General Theory, liquidity preference assigned prominent role among economic 
determinants and acts automatically through that complex and much discussed 
which the rate interest part depressive factor the level 
production and consequently income and employment. This 
extremely serious cost liquidity preference for the collectivity. cost, moreover, 
which may envisaged even without the help the new Keynesian schemes, since 
the simple models used earlier economists show that the striving for greater im- 
mediate liquidity the part individuals and firms may end restricting the 
expenditure and investment. 

But another and less serious «cost» may conceived. May not future 
liquidity requirements, the need for liquid assets which mature after short 
periods, cause reduction also the investments, and hence hamper 
those long-term capital investments which efficiency and productivity 
quently progress depend? 

This twofold effect (on the level production and the structure the 
productive apparatus), together with the corresponding twofold cost, forms the main 
object Prof. detailed analysis: the Economy and the 
Banking System» (an abridged version Italian text published this Bank’s 
quarterly Review Moneta Credito», No. 14, 1951). 

What conclusions are reached? Briefly, Prof. Gambino thinks that both the 
depressing and the retarding effects liquidity requirements have been (or are liable 
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unduly overestimated and generalized. his opinion these effects save 
periods recession will find effective natural correctives through the mechanism 
credit economy and, above all, through the activities the banking system. 

Indeed, the one hand, the depressive influence the volume investments 
will offset periods normal economic expansion spontaneous increase 
the supply credit without any need for deliberate action the part the 
monetary authorities. The Keynesian thesis inelasticity the money supply 
extensively discussed and criticized from this point view (pp. 121-128). The influence 
described will only dangerous periods recession. Only cyclical downturns, 
when the demand for liquidity increases while credit remains stationary decreases, can 
the cost liquidity assume the size and social consequences strongly stressed the 
Keynesian analysis; only that case will possible speak the explosion 
the monetary mine (Hicks). 

Nor, the other hand, will private liquidity requirements, respect the length 
investments, obstacle long-term capital investments and consequently 
economic progress. Private requirements may satisfied, without any corresponding 
liquidity. The latter also creation the modern market organization and the 
banking system which, through buying and selling transactions and credit intermediacy, 
render liquid for individuals what not liquid for the collectivity. 

Thus, advanced banking system may taken represent the defence opposed 
the social organism the fractures which would exposed consequence 
liquidity requirements the instrument capable satisfying the best possible 
way, and consequently also the lowest cost, the modern need for liquidity cost, 
however, there will always be. Indeed the creation liquidity the credit system 
itself entails cost deriving from the alternating expansions and contractions credit 
which subject, and which render the economic system more and 
accentuate cyclical fluctuations. this cost also serious one that Prof. Gam- 
bino calls attention the paragraphs summing the long reasoning the central 
sections (pp. 128-129 and 133-134). 

this way the influence and cost the private need for liquidity are seen 
their true light regards both their nature and their modus operandi and are ultimately 
transferred the the responsibilities pertaining credit organization 
means maintaining economic stability. 

This brings Prof. Gambino another problem: how can the banks satisfy their 
own liquidity needs, which are significant factor the solidity the whole eco- 
nomic system, while the same time meeting the other primary requirements that 
banking policy cannot neglect, the provision general and 
mic stability? This question leads discussion the two traditional principles 
the objective bank liquidity with the other general objective credit 
emphasized the third section; here, particular, the limited validity the 
self-liquidation principle restated with reference this broad aspect; while 
applied also during the downward process. 

The problem bank liquidity, solution reached compatible with the 
general objects credit policy, calls for far greater elasticity and variety action and 
entails far more complex responsibilities. 


The gradual removal controls the Netherlands, the liberalisation inter- 
European trade, the devaluation the guilder and the international price rise, following 
the Korean war, have brought the fore the problem inflation and external 
deficit, calling for new energetic intervention the field credit restriction. Thus, the 
qualitative regulation credit force 1945 has been replaced strict quantitative 
control for the purpose sterilising the high liquidity the Duch banks and restoring 
practical efficiency moderate rises the Bank rate. 


and features the new regulations, and their significance for the activity the 
banking system the one hand and for the structural development the financial 
market the other, which has far been free from control. 


the previous issue this Review presented the first part article 
which the Birmingham University, origins and develop- 
ments The Sterling Area» until the outbreak War II. The second and 
third part published this number examine the war and postwar vicissitudes 
bringing limelight features and questions present and immediate significance for 
the current system international payments whole. 

The two basic inherited the war are the center the study, those 
the dollar pool and sterling balances, which the leading events the 
monetary history the sterling area are linked up: first among these the crucial 
attempt convertibility 1947. The underlying assumptions the convertibility 
policy and the with which the whole operation was approached are 
criticized. the Author’s opinion, the American insistence putting into practice 
soon after the end hostilities the twin ideals and non-discrimi- 
nation» and the motives the London monetary authorities who 
remained clung their traditional international banking attitude, made 
for Great Britain have planned recuperation from the serious economic effects 
the war 

Developments following the crisis are ihe third 
part the study. There, the Author tries give insight into the veil secrecy 
which surrounders the dollar poo! mechanism, and returns again the sterling balances 
«one the most intractable the present day sterling area which 
seen serious threat for the cohesion and working the area. solution 
should sought new forms international cooperation; and opportunities special 
interest might offered this sense the Plan. 


The Banca Nazionale del Lavoro assumes responsibility tor opinions facts stated authors 
whose contributions are published the present Review. 

All communications regarding the Review should addressed Banca Nazionale del Lavoro, 
Ufficio Studi, Roma, Via Vittorio Veneto 119. 
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Some Current Features Bank Liquidity the United States 


HENRY WALLICH 


Little gained, ordinarily, apply- 
ing the affairs Europe experience gathered 
the United States. the field bank 
liquidity, however, something can perhaps 
said for this procedure. While American finan- 
cial practices have not usually been regarded 
Europe models which copy, the age- 
old American institution legal reserve require- 
ments for banks seems recently have enjoyed 
remarkable vogue number European 
the experience American bankers with this 
and other aspects liquidity has something 
offer their European 

subjecting banks legal reserve require- 
ments, the United States has made explicit 
something that elsewhere had remained im- 
plicit. The cash/deposit ratios observed the 
London banks immediately come mind. 
the Continent, banks more often have preferred 
play ear», but here too certain norms 
for the relation between liquid assets, capital, 
and deposits are known. 

Such rules thumb, course, are only 
very partial solution the banker’s problem. 
The difficulty that liquidity needs are only 
part actuarial character. The monthly, 
quarterly, and annual rhythm the banker’s 
cash needs not hard discern glance 
his books will tell him. Proper liquidity 
dispositions, which vary widely from bank 
bank, can easily made meet these needs. 
But for the other kind need arising out 
cyclical movements, calamities 
customers, and other major and unique events, 
cannot rely statistics. 

overcautious and pays the price 


excessive liquidity, may sleep more soundly, 
but will not eat well. Yet underestimate 
the nonactuarial risks would fatal for 
enterprise whose solidity rests upon its liquidity. 
That there way out the dilemma confirms 
the wisdom the remark that while one may 
not know what going happen one can 
know what about it. There rational 
way meeting unknown contingencies. All 
banks, some extent, this continued 
reappraisal the situation. But because this 
exposes them considerable fluctuations 
optimism and pessimism, many have found 
expedient, addition, adhere more less 
invariant liquidity rules. 

the United States, bank liquidity has not 
represented major problem for many years. 
During long period when liquidity became 
increasingly interesting academic economists 
apparent determinant consumer and 
business behavior, its significance for barkers 
diminished. Recently, however, the rush new 
lending and the drop 
governmert securities below par has somewhat 
changed the situation. has compelled bankers 
recognize that part their portfolio has lost 
some its earlier liquidity. Increasingly one 
hears individual banks regarding themselves 
«loaned up». this situation, interest 
focuses three aspects liquidity: the 
liquidity position individual banks; the 
liquidity the entire banking sy:tem 
relation monetary policy; and questions 
arising out the coincidence slim capital 
margins, wider market fluctuations, and low 
earnings. These three aspects round out the 
liquidity picture. 
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Individual Banks 


generalizing liquidity problems in- 
dividual banks, one may with profit observe 
the procedure the geometrist, who often finds 
easier manipulate line than point. 
not easy perhaps not even particularly 
relevant define where stand today. 
Much clearer the direction which have 
been moving. Since the disasters the early 
thirties, progress very predominantly has been 
toward greater liquidity and stability. This 
true both regards potential fluctuations 
deposits and other needs for cash, and regards 
the liquidity and soundness assets. Only the 
deteriorating capital position banks has run 
counter this trend matter somewhat 
different order that will require separate com- 
ment. 


Needs for Funds. 


regards potential withdrawals deposits, 
the changes wrought the last three decades 
are both institutional and historical 
character. The establishment the Federal 
Deposit Insurance Corporation, which now in- 
sures deposits 10,000, has greatly reduc- 
one the less predictable causes with- 
drawals the bank run. Since the FDIC 
practice seeks forestall altogether the need 
close weak banks, lends some measure 
protection also the large depositor. Further 
assurance against panicky withdrawals has been 
provided the broadening Federal Reserve 
powers come the aid the banks and the 
securities market difficult times. 

The total volume deposits has gained 
stability. Instead being based primarily upon 
loans, the liquidation which would cause 
general deposit shrinkage, they are now based 
good part upon government securities. This 
part the deposit structure could shrink only 
the securities were sold the banking system 
the public the government were 
redeem its debt out taxes. prophetic gifts 
are needed discern the unlikelihood either 
event. 

With the prospects withdrawals result 
bank runs over-all deposit shrinkage 
greatly diminished, main attention centers upon 


interbank shifts funds. Immediately after 
the war had been thought that there would 
considerable regional shifts the great mass 
war-created deposits. Such, however, did not 
occur any large scale. The relatively much 
greater rise demand deposits compared 
with time deposits may have increased the over- 
all volatility deposits, but this has been offset, 
some extent, the decline the rate 
turnover against the twenties. The limita- 
tions, jure and facto, upon the interna- 
tional mobility money have contributed 
some small measure the stability deposits, 
particularly those the New York banks. 
Since the volatility deposits varies widely 
from bank bank, depending the rature 
the clientele, very sweeping generalizations 
are not advisable, 

need for liquid funds may arise also 
through greater demand for loans. Most 
banks give loans priority over investments, and 
must therefore stand ready liquidate part 
their investment portfolio order accomo- 
date borrowers. potential need for funds 
created also the possibility increases 
reserve requirements, long the Federal 
Reserve has fixed these requirements below the 
legal maxima and accordingly may decide 
raise them. Putting together all these potential 
causes sudden gradual demand for liquid 
funds, one emerges with the impression that 
for most banks the danger unexpected drains 
smaller than was years gone by. 


Asset Structure. 


the liquidity assets, various and, 
some extent, divergent trends are noted. 
Outstanding among them the rise the pro- 
portion United States Government securities. 
From 8.9 per cent total assets 1928, rose 
high 56.6 per cent 1945, and the 
end 1950 still stood 36.2 per cent. 
breakdown maturity shown Table 
Prior March 1951, when the Federal Reserve 
ceased support the market, even longer-term 
government bonds offered high degree 
liquidity their holders. Today, part these 
holdings could only sold loss. While 
the aggregate depreciation negligible 
relation the capital funds banks, the banks 
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nevertheless are reluctant sell because the 
impact realized losses upon current earnings. 
The mass government and other high-grade 
securities therefore looks somewhat less liquid 
today than did some time ago. Even they 
are tower strength the liquidity position 
the banking system. 


MATURITY DISTRIBUTION BANK-HELD 
GOVERNMENT DEBT (1) 


December 31, 1950 


Per cent 


Classification 
distribution 


96.7 

| 

Total holdings 100.0 


(1) 7,193 reporting commercial banks the United States. 
Note: Figures may not add totals because rounding. 
Source: U.S. Treasury Department. 


From purely technical point view, chan- 
ges the form which banks carry their 
secondary reserves are worth noting. During 
the twenties, the main media were stock market 
loans, bankers’ acceptances and commercial 
paper, and, for country banks, correspondent 
balances. Today, all except correspondent ba- 
lances have become relatively insignificant. 
their place rule short-term Treasuries, 
bills and certificates indebtedness and for 
New York banks Federal funds The latter 
represent daily money the form balances 
with the Federal Reserve, which are negotiated 
the form checks. The sellers are banks 
whose primary reserves (deposits with the 
Federal Reserve) are above the legal minimum; 
the buyers those who are deficient that 
respect. The sellers thus can earn interest upon 
their excess reserves whenever there demand 
the market. The rate for Federal funds 
fluctuates much more sharply than other short- 
term rates but finds its ceiling the level 
the Federal Reserve discount that level, 
borrowing from the Federal Reserve becomes 


preferable. 


The liquidity imparted the banks the 
great size their investment portfolios probably 
has helped encourage them enter new ter- 
ritory with some their loan policies. The 
declining trend traditional commercial loan 
business doubt has been another and stronger 
factor. Thus many banks have branched out 
into the fields consumer, real-estate, and 
term loans. The structure loan portfolios, 


Taste 


STRUCTURE BANK LOAN PORTFOLIOS (1) 
December 30, 1950 


Per cent 


Classification 
distribution 


Commercial loans 
Agricultural 
Real estate loans 
Consumer loans 
Loans securities 
All other loans 


45-3 
4.0 
| 13-7 
6,0 
7:9 
Total loans 100.0 


(1) Member banks the Federal Reserve System. 
Note: Figures may not add totals because rounding. 
Source: Member Bank Call Report, December 30, 1950. 


All the relatively new types loans are 
least ostensibly less liquid than the self-liquidat- 
ing commercial loans. But there are qualifica- 
tions. Term loans mainly for periods five 
ten years are some instances more 
nearly formalization existing practice 
than radical innovation. former years 
was not unknown for ostensibly short-term 
loans employed for longer-term purposes, 
that they had renewed periodically. 
This situation believed less 
today. Real estate loans, ordinarily the least 
liquid all, have acquired degree liquidity 
they are guaranteed the Federal Housing 
Authority and the Veterans Administration. 
secondary market has developed for these FHA 
and mortgages, which doubt has contri- 
buted their popularity 
Finally, the regular amortization which 
and consumer loans well some 
the others are subject does much improve 
the liquidity such assets. 

line with the foregoing 
bank examiners are placing increasing emphasis 
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today upon the inherent soundness assets, 
contrasted with their liquidity. This trend 
important mainly from the point view 
declared insolvent today because basically sound 
assets its portfolio have depreciated mar- 
ket value have otherwise proved less liquid 
than expected but has significance also for 
liquidity policy. 

The broadening Federal Reserve powers 
that took place result depression expe- 
rience has materially increased the liquidity 
the banking system. the first place, the 
Federal Reserve empowered today lend 
banks the security any acceptable assets, 
gible assets». crisis, therefore, banks 
could look for very far-reaching support. 
government the Federal Reserve 
stands ready lend par, matter 
policy, even though the market may lower. 

the second place, the Federal 
open market powers have been broadened im- 
plicitly allowing that part its notes and 
deposits not backed gold (minimum gold 
cover per cent) backed govern- 
ment securities instead commercial paper. 
This plus the acquired habit intervention 
the long sector the market well 
the short would permit very effective 
support government securities. This turn 
would indirectly serve give greater stability 
all other classes bonds and hence most 
the range bank investments. The fact 
that international gold movements are more 
constricted today than formerly, and are regard- 
less compelling factor for central bank 
policy than the days the full goid standard, 
adds the Federal Reserve’s freedom action. 

final factor giving stability the 
banks, one must note the general antideflati- 
onary orientation American economic policy. 
This vague concept that carries action- 
able guarantee. sufficiently pervasive, 
however, make one doubt whether conditions 
such prevailed 1932-33 will ever recur. 


Other Changes. 


Hand hand with the changes that can 
read the account books the banks and 


the statute books the nation, some 
general changes attitudes bankers. One 
the early victims progress has been the 
time-honored argument about self-liquidating 
versus shiftable assets. The lessons, which prac- 
tical experience has driven home more firmly 
than any amount debate could have done, 
were simple. had recognized that for 
individual bank faced with sudden with- 
drawals, shiftable assets give better protection 
than self-liquidating loans. Earlier emphasis 
the supposed merits self-liquidating loans was 
seen have rested confusion between 
what was good for single bank and what was 
believed good for the economy. the 
same time, course, belief the virtue the 
underlying real bills doctrine guide 
stable money was found fallacious. 

But shiftability was preferable auto- 
liquidity for single bank, from national view- 
point the whole debate was seen pointless. 
depression, when all banks were under 
pressure, neither would give real liquidity. As- 
sets could not shifted all banks together 
unless the central bank was willing take them. 
Loans could not liquidated masse without 
freezing the whole economy. Thus, the matter 
resolved itself into something dealt with 
the monetary authorities. 

change the attitude bankers toward 
minimum liquidity provisions seems 
another lesson experience. There was time 
during the twenties when the demands liqui- 
dity seemed adequately met, many banks, 
with the legal minimum cash reserves, 
moderate volume till money and secondary 
reserves, and small investment portfolio 
bonds, some which were not top caliber. 
The great bulk assets would loans. 
While liquidity requirements, then now, vary 
greatly from bank bank and wide differences 
portfolio composition are entirely justified, 
may said that the majority bankers today 
set their liquidity sights higher than the 
twenties. Many large banks, particular the 
money market banks with their high 
respondent balances, seem regard themselves 
fairly well «loaned up» when loans ap- 
proach per cent total deposits. This heigh- 
tened conservatism probably one the after- 
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effects the 1932-33 banking crisis, which 
still living memory for most today’s top 
executives. Greater caution may also re- 
flection the thinner ratio capital depo- 
sits, which bound squelch enthusiasm for 
risk-taking. 

The prevalent desire limit loans 
moderate proportion total assets seems 
mean that bankers today, the whole, regard 
government security holdings organic 
part their portfolio. They are not just some- 
thing foisted upon them the government and 
got rid altogether soon enough 
loans can made. dealings with customers, 
the desire carry substantial government 
portfolio may times involve delicate decisions. 
matter principle, the banks try ac- 
comodate borrowing customers; moreover, for 
many years banks had less loans than they 
wanted, and customers came take for gran- 
ted that sound proposition would well 
received. negative reply, sorry, we’re loan- 
up», has been something unusual, and 
perhaps more likely disturb customer rela- 
tions today than was years ago. 

The permanent acceptance government 
securities into portfolios has also changed 
the hopes and fears that influence banker’s 
decisions, quarter century ago, the choice 
was predominantly between more loans and 
more liquidity. The penalty for reaching out 
after too much profit could serious 
character. Today, the choice more com- 
plicated lies between more liquidity, more 
loans, and more and longer-term bonds. Se- 
rious liquidity problems result unex- 
pected cash needs are not likely long 
there bond portfolio, even secondary 
reserves have been drawn down. The penalty 
for overreaching that bonds may have 
sold loss. 

The risk having pay this penalty does 
not become too pressing, course, long 
bank willing resort the Federal 
Reserve. Ordinarily, the banks’ traditional 
policy allows them this only for brief 
periods. Today, however, the alternative 
borrowing may well have sell small 
loss. Moreover, happens that, under the 
recent excess profit tax, borrowing from the 
Federal Reserve works out more profitably than 


selling assets. will interesting observe 
whether this long-standing dislike remaining 
debt the Federal Reserve will affected 
any way these factors. 


Liquidity and Monetary Policy 


For monetary policy, bank liquidity has 
significance quite distinct from the role plays 
for the individual bank. For monetary policy, 
the focus attack. Through the variation 
reserve funds and through subtle techni- 
que manipulating the market for the banks’ 
secondary reserve instruments and longer-term 
security holdings, the monetary authorities in- 


fluence the banks’ willingness and ability 
lend. 


Recent Open Market Developments. 


recent monetary action, and particularly 
since the Treasury-Federal Reserve accord last 
March, market variations have been the fo- 
Since March the market for all 
maturities has been allowed fluctuate freely, 
and most them have dropped slightly below 
par. The results this rather mild move have 
been striking: the willingness banks lend 
has been noticeably curtailed. the field 
long-term credit, which dominated life 
insurance companies and other institutional in- 
vestors, the effect has perhaps been even greater: 
long-term money has become definitely tight 
and residential building particular has been 
noticeably restrained. 

This sharp reaction lenders change 
their liquidity engineered the monetary 
authorities lends strong support school 
thought that has been gaining ground 
This view holds that under present conditions 
quite small changes interest rates and the 
price securities sufficient bring about 
substantial changes the credit situation (1). 
Given the dominant role the market 
professional portfolio managers and the enor- 
mous volume public and private debt that 
being held and arbitraged, the sensitivity 


(1) Cf. Rosa, Interest Rates and the Central 
Bank, Money, Trade, and Economic Growth Essays 
Honor John Williams, Macmillan, New York, 1951. 
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the market has increased far beyond prewar 
times. slight increase uncertainty about 
future prices may cause substantial postpone- 
ment new commitments. decline the 
market below cost prices pins investors 
who could sell only loss and makes these 
assets temporarily useless secondary reserves 
out which new loans investments could 
made. 

This new view relates more intimately than 
ever monetary policy and bank liquidity. 
does not rely the widely questioned effec- 
tiveness interest rates persuading entre- 
preneurs borrow, and savers save, more 
less than before. addresses itself directly 
the lender. What affected interest rates 
not primarily the flow saving and invest- 
ment, but the handling pool loanable 
funds the professionals charge it. 
case rising rates, recently, the effect en- 
visaged essentially one postponement. The 
postponement may course lead changes 
the underlying situation that produce more 
permanent changes the flow saving and 
investment. The temporary nature the ini- 
tial effect also seen the way which 
runs normal static relationships: 
rise interest rates expected bring about 
initially greater, instead lesser, demand 
for liquidity. lesser demand what would 
have assumed the conditions applying 
Keynesian liquidity preference reasoning 
prevailed. dynamic situation they not, 
because the action the monetary authorities 
increases uncertainty and the demand for 
liquidity. 

All this explains why the proponents the 
new view not claim more than moderate 
effectiveness for action along their lines. Con- 
tinued success depends upon the authorities’ 
ability influence the professional investors’ 
desire for liquidity. the investors should suc- 
ceed reducing this influence, remaining 
more liquid all times, some the effect 
would lost. Furthermore, the emphatic con- 
firmation that recent experience has given the 
new approach requires further tests. not 
unlikely that the preceding long period re- 
lative stability longer-term bonds, and the 
apparently very great shock seeing the sanc- 


tity par violated for the first time many 
years, added something unique the recent 
development. the other hand, the question 
raised some whether rate movements 
could effective all seems have been ef- 
fectively answered. 

implement the new strategy, open mar- 
ket operations are the best device. They permit 
maximum flexibility and allow the mone- 
tary authorities influence long-term bonds 
and their holders directly, the authorities are 
inclined. Their impact upon reserves and 
deposits does not strike bankers unfamiliar, 
because way different from other 
gains and losses funds. 


Reserve Proposals. 


Freedom open market operations new 
achievement, however, after almost decade 
commitment supporting the government 
market varying degree. Prior this 
vement, much the discussion was about 
changes reserve requirements leading 
instrument monetary control. Circumstances 
may well arise that would again limit the free- 
dom open market policy. This makes 
useful survey the role that reserve require- 
ments various kinds might play. 

The rigid mechanics the American re- 
serve mechanism probably are not found any 
Continental banking system. They undoub- 
tedly were not fully envisaged the founders 
the Federal Reserve System who created 
them. was only during the early thirties that 
the monetary authorities finally ceased think 
required reserves something primarily 
designed keep banks liquid and began 
regard them mainly the basis credit con- 
trol (2). appreciate these mechanics, one 
must remember that for American banks, Fe- 
deral Reserve credit far the main source 
reserve funds. Owing the negligible role 
currency circulation, the banks have lit- 
tle prospect increasing their reserves and 
deposits from this source, and because the 
low level international operations, interna- 
tional flows funds usually (with some notable 


(2) Cf. American Monetary Policy, 
McGraw Hill, New York, 1951, Ch. VII. 
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exceptions) also not affect the banking 
system very much. the extent that the Fe- 
deral Reserve can the volume its 
credit and has been able avoid the emergence 
large excess reserves the banking system, 


therefore has very firm hold bank reser- 
ves. The fixing legal minimum ratio 


reserves deposits thus enables the Federal 
limiting reserves, limit the ex- 
pansion deposits. 

The essence most schemes for variation 
reserve requirements alter the volume 
money and credit that can created with 
given volume reserves. Here again, the 
peculiarities the American money mechanism 
are important. perhaps not out order 
over this familiar ground recall 
the memory those readers who are accus- 
tomed think different financial terms the 
main features the American mechanism 
deposit expansion. Because the relative unim- 
portance the cash circulation can taken 
for granted normal times that bank 
lends out funds, these will immediately re- 
deposited the same another bank. The 
employment funds does not reduce the sum 
total funds the hands the banking 
system. merely leads increase the 
volume deposits and hence required reser- 
ves. fraction the funds held excess 
required reserves must therefore incorpo- 
rated the latter, and only the remainder can 
again lent out. Elementary algebra shows 
that the maximum increase deposits that can 
result from successive rounds lending and 
depositing equal the reciprocal the re- 
serve ratio. that point deposits have risen 
level where all funds the banking system 
are required legal reserves, and further 
loans can made. this mechanism, based 
the fact that leakages into circulation 
abroad are normally unlikely, that enables 
American monetary authorities estimate with 
such relative assurance the extra volume 
deposits that can arise from given increase 

The simplest the new reserve proposals 
that for extension existing powers. 
present, the Federal Reserve authorized 
double the minimum reserves required law 
held against demand and time deposits 


different categories banks. (The ratios 
now force, going high per cent for 
demand deposits central reserve city banks, 
are close the permissible maxima). Power 
raise requirements well over present levels 
might useful the banks should some 
manner accumulate large volume excess 
reserves, they did during the thirties. These 
excess reserves could then cut down and 
the banks brought into closer touch with 
Federal Reserve policy. 

present the banks have substantial 
excess reserves. Thus changes reserve requi- 
rements now would much inferior po- 
licy instrument open market operations. 
Their indiscriminate axe» character 
would cause them affect banks very une- 
qually, depending the volume excess 
secondary reserves each bank. any case, 
they could really effective only the Federal 
Reserve were free the time let the prices 
government securities decline backing 
from securities offered for sale the 
System. support the market were re- 
quisite, the banks the whole would simply 
sell part their government portfolio the 
Federal Reserve and get the needed reserves. 
There would tightening the market 
except insofar the banks might regard their 
liquidity position diminished the loss 
governments. 

Something might said for gradual rise 
reserve requirements the very long run. 
The technique pyramiding given volume 
Federal Reserve credit into deposits equal 
multiple thereof what gives the banking 
system much its present elasticity. The lower 
the reserve ratio, the greater multiple that de- 
posits can reach. may well that, with the 
growth the economy, the greater danger 
imbalance and the greater penalties for it, and 
the tendency toward more centralized guidance 
economic affairs, limitation this elasti- 
city may needed. Such secular increase 
reserve requirements would have take 
place, however, without great pressure the 
banks, and with due consideration for their 
already insufficient earnings. 

secular rise reserve requirements does 
not any means imply move toward the 
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rious distinguished economists this country. 
The sponsors claim that the banks were re- 
quired carry 100 per cent reserves, they could 
never increase the money supply through new 
loans except rediscounting with the central 
bank (3). This, the argument goes on, would 
put the power over money where belongs, 
with the government, and would permit more 
effective control business fluctuations. 
this, the critics the proposal reply that the 
control over the money supply promised would 
not materially greater than what already 
exists, and that even complete control over the 
money supply would not mean anything like 
effective control over the business cycle. 
addition, the plan would probably produce 
distortion the banking system not all in- 
tended its proponents. the present time, 
the plan outside the field practical politics. 

More ambitious than the plan for moderate 
increases primary reserve requirements one 
for so-called «ceiling reserves »(4). would 
impose higher upon the increase 
each bank’s deposits over the level existing 
when the measure goes into effect. Compared 
with primary reserve require- 
ments, this would have the advantage being 
much more equitable among banks, but 
even would present considerable problems 
operation. 

Another variety the loan plan 
which would call for additional reserves 
carried against loans, against any other form 
asset the expansion which the monetary 
authorities wanted restrain (5). This pro- 
cedure permits some degree qualitative con- 
trol and would allow the curtailment, for in- 
stance, business credit without restricting 
purchases government securities. Both the 
loan-reserve and the ceiling-reserve plan involve 
final dilemma how eliminate the require- 
ments once the emergency over. Neither type 
requirement one under which the banking 
system could conveniently operate the long 


(3) purely formal version this proposal effect 
Argentina. 

(4) Provisions for ceiling reserves are effect various 
Latin American countries. 

(5) modified version this embodied the central 
banking law the Dominican Republic. 


run. Yet their relaxation would release flood 
funds, and the central bank would have 
cope with these funds some manner. 

Still another proposal one familiar 
many European bankers that for secon- 
dary reserve requirements additional re- 
serves the form government securities. 
Its purpose twofold: limit the ability 
the banks obtain reserves from the Fede- 
ral Reserve selling their government 
securities, and limit the amount public 
debt that would exposed market fluctua- 
tions the Federal Reserve should permit 
originate such fluctuations. Against its merits 
either respect number liabilities must 
weighed. Complex detail, the liabilities 
have their common denominators unequal 
impact upon banks, doubts effectiveness, 
questionable influence upon public credit, and 
distortion institutional arrangements. 

goes without saying that views merits 
and demerits under American conditions, where 
secondary reserve requirements would em- 
ployed minor adjuncts long tradition 
primary reserves, cannot transplanted the 
European scene. Are generalizations neverthe- 
less possible? The observer bound struck 
with the multiplicity schemes that have tur- 
ned up. Ingenuity and imagination evidently 
have here fertile field, and bankers may look 
for further surprises. But the observer bound 
struck also with the multiplicity situa- 
tions that the money market 
Each proposal, aimed specific momentary 
problem, has rapidly tended become 
ded inadequate. The unwisdom embody- 
ing too much current thinking permanent 
laws, which Goldenweiser warns his 
American Monetary Policy, strongly impresses 
itself upon the observer (6). 


Capital and Related Problems 


The general story the 
field bank liquidity has been told. There can 
doubt that much has happened streng- 
then the banking and monetary mechanism. 
Where now stand? The skeptic’s view 


(6) Op. cit., 70. 
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might that are excellently prepared 
cope with the last crisis, and that the problems 
the future are still likely catch unpre- 
pared. more sanguine appraisal would seek 
justify the hope that the monetary mechanism 
has finally been perfected the point where 
internal defects are likely cause break- 
down and where our sole remaining danger 
lest run off the road. 

the last analysis, the two views may not 
too different. That have sublimated, 
the high level monetary policy, some the 
humble problems keeping the mechanism 
order seems obvious. less obvious, howe- 
ver, that the new level good many dif- 
ficulties are being experienced that are part, 
least, the consequences some the things 
that have contributed improving the mecha- 
nism. The inflationary pressures that have 
plagued are related, some extent, the 
creation the assets that contribute the 
banks’ liquidity and solvency and that help 
keep total deposits stable. More broadly, the 
least, the general antidepression orientation 
our economic policies, which the laws and 
policies the solidity the 
banking mechanism are part. are already 
paying for what have got. 

The pessimistic view suggests that ad- 
dition the bills already being rendered, there 
may others come, that new and un- 
telated troubles will have faced. so, 
not many are clearly foreshadowed this time. 
Nationalization banks not issue 
present. Labor trouble has far been blissfully 
absent. Already upon us, however, the dilem- 
created low capital accounts, low profits 
this capital, and low appraisal bank stocks 
the markets. 

Although commercial banking capital the 
United States has grown per cent since 1928, 
has not kept step with the rise deposits. 
The capital/deposit ratio, for which per 
cent was the traditional minimum, now stands 
about The importance this ratio, 
doubt, has diminished with the rise relati- 
vely riskless government security holdings. 
the latter defined total assets excluding 
cash and governments. But this ratio, which 
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bank examiners now would like see above 
per cent, averages something very close 
that figure and being squeezed the growth 
loans. 

Net earnings member banks after taxes, 
which might have risen impressive heights 
thanks war financing the war had gone 
much longer, have leveled off about 700 
million dollars after taxes, against 504 million 
1928 and 347 million 1939. 1950 they 
averaged per cent capital funds, which 
compares with return net 13.3 
per cent for representative sample leading 
industrial enterprises. Dividends paid out 
banks averaged per cent earnings. the 
light these earnings and dividends, the mar- 
ket appraises bank stock average about 
per cent below their book value. 

The paradoxical fact that the banks 
not have much capital they ought 
order conduct their business, and that even 
this inadequate capital their business does 
not yield adequate profit. adequate, 
the profits should such produce market 
valuation above book value. only 
then that banks could sell new stock without 
giving away some the 
equity the new. Even under such conditions 
the sale new stock would rather heroic 
act and great immediate sacrifice the part 
the stockholders, because increase the 
capital bank, unlike that industrial 
corporation, does not make anything like 
proportionate contribution earnings. 

things were left develop along laissez- 
faire lines, reasonable rate earnings pro- 
bably would tend prevail the long run 
despite these peculiarities, although might 
take longer for the rate find its proper level 
than other industries. For 
however, the banks have lived world 
cheap money. Their earning assets have gone 
greatly, thanks part the official easy 
money policy, but the average return them 
has declined. the staunchest defenders 
private enterprise, they find their profits go- 
verned implicitly official decisions. not 
clear that they would better off some 
these decisions, relating debt management 
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and interest rates, were made explicitly with 
view their repercussions bank earnings. 
The banks would then very much the 
position public utilities whose earnings are 
subject public regulation. But neither 
clear what alternative solutions the banks can 
count on. 

The consequences insufficient earnings 
and slim capital ratios likewise reach far. 
Significant for the present discussion the 
compulsion limit risks that flows from low 
capitalization. protect their solvency, banks 
must restrain their lending and gravitate toward 


governments. here that the themes li- 
quidity and solvency, distinct but basically 
related, come together. the past, problems 
liquidity and solvency usually have gone 
hand hand. This does not seem the 
case now. Today, the desire protect their 
solvency pushing the banks the direction 
increasing liquidity because the more nearly 
risk-free assets that they seek mostly govern- 
ment securities also happen the more 
liquid ones. lower degree liquidity would 
probably still quite adequate could 


made rest broader capital base. 


Liquidity the Economy and the Banking System 


AMEDEO GAMBINO 


Hoarding II. The Liquidity the 
Economic System The Liquidity the Banking System 


The need for liquidity, though 
fundamental necessity for banks singly and 
consequently for the banking system whole, 
cannot said exclusively limited the 
latter. Indeed need which exists 
although different manner and smaller 
degree for all individuals receiving income, 
whether they viewed consumers 
savers, well for all firms all branches 
business and therefore, short, for the 
economic system taken whole, matter 

this sense the need for liquidity must 
not only considered connection with the 
necessity providing for exchanges and trans- 
actions general, that say with the neces- 
sity having «means exchange» 
«payment». must also and above all 
considered connection with the necessity 
keeping store value provide for the 
uncertainties the future uncertainties the 
impact which bound felt not only 
the economy whole, but also single 
persons and firms, owing the continued ad- 
which are necessary the course 
economic activity. 

the case private persons and firms this 
necessity met not only holding supply 
«liquid typically represented 
money, but also arranging for liquid re- 
ceipts fall due the future rate 
keeping with the anticipated future require- 
ments. Consequently, their need for 
liquidity, one way another, implies limit- 


ation «outlay» expenditures for 
consumption and investment purposes), limit- 
ation which must refer both the volume 
lable funds, and the «length» invest- 
compared with the length the 
atter. 


has always been «point 
honour among cautious businessmen, and 
even greater extent 
bankers, insist firmly this limitation, 
namely foresighted and prudent enough 
limit not only the rate consumption, but 
also the expansion investment, adjusting them 
reliable supply liquid funds, both present 
and prospective. 

And this due not only the high moral 
value usually attached the far from easy vir- 
tue foresight and the great prestige generally 
enjoyed those who succeed practising it; 
due also the real advantages that accrue 
individuals and firms which succeed, even 
when times are bad, maintaining solid 
liquidity position. 

Liquidity fact far its essential 
task making possible face the uncer- 
tainties the future concerned serves both 
acts protection against all unfavourable 
events, the same time giving the possibility 
making the most all favourable oppor- 
tunities. Consequently, adverse economic 
circumstances, may not only essential 
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condition for survival, but also instrument 
for getting ahead competitors and laying 
the foundations for future success. 

hardly necessary stress the supreme 
importance this both for banks taken singly 
and for the banking system whole, 
which the last resort, the public has recourse 
its efforts obtain cash through normal 
channels, particularly times when the uncer- 
tainties the future are most strongly felt. 
For this reason the presence absence 
high degree liquidity, and above all the 
greater smaller capacity face liquidity 
crises cyclical type, quite different 
matter and far greater importance for the 
banking sector than for any other. 


Obviously the benefits which indivi- 
duals and firms hope reap result their 
liquidity position imply entailed 
the limiting outlay. direct and im- 
mediate cost, opportunity-cost, which con- 
sists renouncing the profits that could 
obtained from more extensive longer term 
investments their resources. And just 
because this cost that liquidity becomes 
problem for individuals and firms, the 
same way all economic problems arise from 
the contrast between needs the one hand 
and the costs satisfying them the other. 

The problem liquidity, moreover, does 
not only concern individuals. have seen, 
also and especially concerns the banking 
system and even the economy whole. 

This means that besides considering the 
above-mentioned direct and immediate cost 
which has borne individuals firms, 
also necessary consider the indirect 
result the efforts made its members 


LIQUIDITY 


From the very beginning economic 
theory, has been recognized that the effort 
the individual obtain greater liquidity 
was likely affect the trend general eco- 
nomic activity, far liquidity takes the 


satisfy their liquidity needs. And this indirect 
cost must conceived much broader sense 
than for individuals; must considered 
terms the whole complex effects which 
the individuals’ striving for liquidity likely 
have the economy. 

These effects may again reduced the 
two essential aspects the limitation invest- 
ments relation available funds. regard 
the first aspect, the limitation the vo- 
lume investments, what most important 
are the effects the level general economic 
activity: the flow production, and there- 
fore income and savings, which results, given 
the structure the productive system, from the 
investment available resources. regard 
the second aspect, the limitation 
investments, the main effects are 
the structure the productive system result- 
ing from more less intensive 
ment the available capital. From both points 
view, the effects striving for greater 
liquidity are mainly reflected cyclical move- 
ments: one way another, the effort secure 
liquidity, although the predominant 
(and certainly not the only) cause cyclical 
fluctuations, undoubtedly the factor which 
contributes most accentuating them and 
making them critical 

obvious that this sense also 
perhaps should say especially this sense 
the behaviour banks has wider and 
more intensive effect than that non-banking 
enterprises. for this reason that the liqui- 
dity problem the banking system can never 
separated from the liquidity problem the 
economy, from the effect that the behaviour 
the banking system likely have the 
level and structure production, and the 
inter-actions significant for cyclical fluctuations. 


HOARDING 


form hoarding, demand for cash 


uncertainties the future. 
may even said that far back the 
fable Midas, there has always been vague 
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feeling aversion towards the hoarding 
money, tendency regard the sacra 
fames contrary the general interest. 
Little little, economic doctrine developed, 
hoarding came looked upon hin- 
drance economic progress, bound slow 
down economic activity and consequently 
involve «cost» for the community. This 
view, though expressed various forms, was 
considered obvious that was not thought 
necessary insist upon it; was thought suf- 
ficient point the fall demand 
following hoarding, since all the harmful 
effects attributed hoarding were considered 
direct results this fall. Anyone who cares 
open once famous Dictionnaire 
may read the article 
under the heading that hoarding 
much travail est moins som- 
des valeurs produites (1). 

may therefore say that the classics al- 
ready considered hoarding thorn the 
«economic harmonies». fact the admis- 
sion that hoarding led the impoverishment 
the nation invalidated funda- 
mental point which was assumed valid also for 
the case parsimony namely that every 
individual pursuing his own interest ... 
promotes that the society more effectually 
than when really intends promote (2). 

the same way MILL, stressing 
his third proposition that what 
saved also spent, expressly warns that 
merely laid for future use, said 
hoarded; and while hoarded, not consumed 
implying that savings instead being 
beneficial are detrimental the community. 
Hoarding was thus admitted contradict 
«Say’s Law» («supply creates its own 
demand upon which the last analysis the 
optimistic concept economic liberty was 
based, 

This thorn however, evoked little inte- 
rest and still less concern. Hoarding fact 
was looked upon something exceptional and 
abnormal and even Say, while effect ad- 


(1) 1854, Il, 848. 
(2) The Wealth Nations, Ed. Cannan, 1930, 
1, P- 421. 


mitting himself that hoarding might invalidate 
his theory, did not give overmuch impor- 
tance, his view being that everybody anxious 
not only sell his product, but also dispo- 
the money may get for it, for the value 
money also (in the Traité 
1803). 

Afterwards, banking and the credit 
system expanded, interest hoarding and its 
consequences dwindled until almost disap- 
peared. The essential task banks was 
fact considered that turning sterile 
money hoarding the benefit the commu- 
nity. lending out for productive purposes 
the money deposited with them, even mo- 
ney-hoarders, the banks were preventing the 
detestable lust for hoarding from actually 


was only 1936 that the revolu- 
caused General Theory 
upset this point view and brought hoarding 
into the limelight once more one the 
factors exerting the greatest influence gene- 
ral economic activity the level employ- 
ment and consequently the formation 
income and savings. 

was Keynes who identified the propen- 
sity hoard which recognized the 
particular form liquidity preference ba- 
sed the motive (connected 
with the future trend the interest rate) 
the cause the permanent deficiency ef- 
fective demand. considered this deficiency 
characteristic the present stage ca- 
pitalist economy, not only the immediate 
result temporary conditions, but also the 
long run. Consequently always according 
Keynes’s General Theory hoarding 
that responsible for that perpetual tendency 
towards stagnation which hangs over the capi- 
talist system, threatening with destruction. 

for this reason that the most vigorous 
passages the General Theory 
sely those which aims upsetting the 
usual concept liquidity which, use his 
Prof. (3), liquidity preference «ap- 


(3) Rivista Storia Economica 1939, 155- 
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pears Keynes’s books the deus machina 
sponsible for all that evil: crises, bankrupt- 
cies, unemployment, bottlenecks internatio- 
nal trade, rivalry between States 

This aversion towards liquidity leads Key- 
nes oppose financial «prudence» and 
the general tendency provide ample sink- 
ing funds, for the General Theory 
contends that sinking are apt 
withdraw spending power from the 
long before the demand for expenditure 
replacements (which such provisions are anti- 
cipating) comes into play; they diminish 
the current effective demand and only increase 
the year which the replacement 
actually made. the effect this aggra- 
thought advisable write off” the initial 
cost more rapidly than the equipment actually 
wears out, the cumulative result may very 
serious (p. 100), that financial 
prudence will liable diminish aggregate 
demand and thus impair well-being (p. 105). 
This judgment repeated and insisted upon 
the following chapters the General 
Theory and financial prudence» (p. 109, 
131), «sound» finance (p. 101, 130) and fi- 
nancial conservatism (p. 126), particularly 
the form «the penny-wisdom Glad- 
stonian (p. 362) are constantly deri- 
ded, the same way, referring the general 
tendency invest funds liquid assets, the 
General Theory states that «of the maxims 
orthodox finance none, surely, more anti- 
social than the fetish liquidity, the doctrine 
ment institutions concentrate their resources 
upon the liquid” securities 


(p. 155). 


This deep-rooted aversion for liquidity 
considered hoarding naturally links with 
the basic features the keynesian system and 
especially with the prominence given the 
new the changes income 
inherent every process adjustment the 
various economic quantities which must, axio- 
matically, balance whole (demand and 


supply, for instance, investment and saving, 

The changes income resulting from the 
changes effective demand would parti- 
cularly important the process adjustment 
between investment and saving conse- 
quence hoarding. Because hoarding, the 


increase monetary saving would not ac- 


companied decline the rate interest 
considered its monetary expression 
(to Keynes, reward for parting 
responding increase investment. this case, 
while monetary saving would the one hand 
involve fall the expenditure for consump- 
tion, would not the other hand imply 
corresponding increase the expenditure 
for investment. Hence the possibility ef- 
fective demand whole being deficient, with 
the consequence that the portion income 
not spert the individuals and hoarded 
monetary form, would, speak, swal- 
lowed the economic system, since 
would result reduction the aggregate 
income the community; and such reduc- 
tion might cortinue uninterruptedly. Money 
would then bottomless sink for purchas- 
ing power (p. 231). This would lead, through 
unemployment, constant cuts total income 
cuts which would actual fact the cost 
paid the community for the individual ef- 
forts satisfy liquidity needs. 


the complicated discussions which the theo- 
retical aspects this Keynesian thesis gave rise, 
paiticularly concerns the attempt reject 
traditional doctrines, Keynes deliberately set 
out do, for instance, for the theory inte- 
rest (described him nonsense theory 
179). 

Let suffice say that recent critics have 
shown that Keynes’s theory 
the rate interest can reconciled with other 


theories and, what still more 


portant, with the classical theory referring 
elements. the hand this has 
deprived the Keynesian interest theory 
that character radical innovation which 
Keynes himself attached much importance, 
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has the other hand led the recognition 
the significance his approach the pro- 
cess adjustment between investment and 
saving, placing the foreground the changes 
aggregate income resulting from individual 
saving and investment. 

Indeed, from this standpaint better than 
from any other possible see how hoar- 
nate increase the quantity money, like- 
cause reductions aggregate income that 
may extremely serious, since they are apt 
lead processes downwards. 
This may, however, expressed elementary 
terms, with direct reference the decline 
the effective demand resulting 
ding, was the case with earliest theories men- 
tioned above, without resorting the process 
adjustment between investment 
ving and consequently without referring 
interest rate changes. 


consider that any individual let call him 
value», bound reduce the use the 
money which either already in, will come 
into, his possession. the one hand, receipts 
remaining the same, this leads reduction 
the velocity circulation money; the 
other hand leads reduction A’s 
expenditure and consequently his effective 
demand. 

This decline A’s effective demand means 
that someone else let call him will 
find that selling less. Taken itself, 
this drop sales would not have any serious 
that case, fact, there would hoard- 
ing» far the community whole 
concerned: there would merely reduction 
the quantities and the prices the 
goods normally sold (and produced) who 
would effect making stand against A’s 
hoarding resigning himself having his 
own income reduced without turn reducing 
his own purchased. This, however, im- 
probable case and would obviously more 
keeping with reality, and also with the mo- 


dern analysis the consumption function 
suppose that the reduction B’s income will 
cause him cut down his expenditure. And 
the movement always assuming the total 
quantity money existence remain 
constant would spread from one member 
the community another, leading cu- 
mulative shrinkage individual incomes until, 
according old saying, equilibrium 
subtraction was reached. 

Undoubtedly single individuals can draw 
money one from another; but they cannot 
this way satisfy the tendency hoard the 
part the economic system whole, This 
tendency would unsatisfied absolute 
sense, and would satisfied (if this the right 
word) only relative sense, relation that 
the reduced aggregate income. The shrin- 
kage income would fact gradually lower 
each individual’s demand for money the 
original tendency accumulate larger cash- 
balances was extinguished. other words, 
the involutionary process income reduction 
would have continue until the liquidity pre- 
ference individuals taken altogether (the 
total encaisse désirée) was brought into equi- 
librium (by subtraction) with the quantity 
money existence. 

Consequently, long the supply mo- 
ney assumed fixed, there denying that 
whenever the whole increases 
its demand for money hoard store 
value process downward adjustment 
employment and income necessarily ensues. 


This translation Keynes’s reasoning 
into elementary terms may make easier 
understand those aspects his liquidity-prefe- 
rence theory which are really useful. the 
same time, helps bring light error 
the Keynesian argument which deprives 
placed much emphasis. 

the one hand the simple model used 
above shows that the savings individuals, 
hoarded, may not only «sterile but even 
not only may they fail bring about capital 
formation and thus augment productivity 
the future, but they may reduce the current 
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income received the community from its 
existing resources. And the deflationary ten- 
dencies, while they may appear any moment 
and every phase the trade cycle the 
result general increase the propensity 
hoard, may also themselves exert strong 
influence the course the cycle, 

All this quite clearly shown the ele- 
mentary which set against the 
rest the world even abstract from 
changes the rate interest. fact, down- 
ward movements income may occur 
matter what the rate interest is, and there- 
fore not only countries which the rate 
has fallen low exclude any further fall, 
but also countries like Italy where the rate 


still high. 


the other hand, our elementary 
model also makes possible identify the 
error which, our opinion, contained 
Keynes’s argument. This error consists 
not making allowance for the fact that, 
periods normal development economic 
activity, banks are induced the hoarding 
individuals expand the credit they grant 
the public, thus creating corrective hoard- 
ing that offsets its depressive influence inc- 
ome and employment. Indirectly the public, 
with its commonsense, realizes this when 
considers the essential function the banks 
that causing the sterile hoards indi- 
viduals bear fruit for the community. 

short, hoarding causes deflationary pro- 
cesses develop only far as, face 
the greater demand for money arising there- 
from, the quantity money remains unchang- 
ed. Obviously this contrast would cease, and 
with the deflationary process, increase 
the demand were countered with proportio- 
nate increase the supply. But Keynes deli- 
berately and insistently excludes the possibility 
such thing being feasible under the present 
circumstances. Money, his opinion, has 
both the long and the short period, 
zero, any rate very small, elasticity 
production, far the power private enter- 
prise concerned, distinct from the mone- 
tary authority (p. 230). Just for this reason, 
concludes his usual brilliant style that 


«unemployment develops, that say, bec- 
ause people want the moon; men cannot 
when the object desire 
money) something which cannot produc- 
and the demand for which cannot readily 
choked (p. 235). 

But here precisely the error which deprives 
the Keynesian conclusions that general 
validity assumed the author. Under the 
conditions which live today money, just 
like any other commodity, can and pro- 
duced according the demand. matter 
fact the characteristic features the money 
our times are exactly the opposite those 
considered Keynes; has high elasticity 
production and substitution. Indeed the 
process through which bank money created 
characterized the fact that, shall see, 
the production and consequently the supply 
money depends the demand for (or 
other words, the propensity hoard and, 
general, liquidity-preference). 


truth Keynes himself admitted that 
the supply money was not fixed under the 
gold-standard, though limited this conside- 
ration countries amply provided with gold 
mines. One his sharpest gibes sound 
finance was made precisely when pointing out 
that digging holes the ground order 
extract precious metals (or, paradoxically, buried 
bottles full banknotes) had been the past 
and might still today valuable remedy for 
unemployment and appropriate means 
increasing the real income the community 
(p. 130, 221). This has been further confirmed 
(4), one the most faithful champ- 
ions the General Theory: far gold 
still part the money supply, there some 
mitigation unemployment. depression 
when prices fall and the value money, inc- 
luding gold, rises, gold mining tends employ 
more labor than prosperity. gold-mining 
countries, this may some practical signi- 
ficance offsetting unemployment 
industries 

Therefore, returning our preceding model, 
may consider that, under regime 


(4) his book The Economics Keynes, 1949, 


~ 


| 


Liquidity the Economy and the Banking System 125 


metallic currency, the increased demand for 
money caused the individual called 
while resulting the one hand correspond- 
ing cut the effective demand for goods ge- 
neral, would the other hand cause propor- 
tionately larger demand for the particular com- 
modity (gold silver) used money. this 
case the individual whose sales were reduced 
owing A’s lower demand and whom 
must always assume unwilling resign 
himself this reduction would have not one 
but two modes reaction open him; 
could not only reduce his-own expenditure but 
could also set about producing the money 
demanded 

Moreover, and this most important, there 
would need for the gold and silver 
produced directly the country concer- 
ned. They could also produced indirectly 
through international trade. And would 
able react A’s reduced demand 
exporting the goods longer requested the 
latter, and thus reconstituting his holdings 
money without resorting his turn that 
secondary lowering effective demand which 
would lead downward process. 

Thus one way another, increased 
propensity hoard (or, more generally, 
increased liquidity-preference) led eventually, 
under the gold-standard, greater supply 
money, toming not only from the domestic 
market, the case gold-mining countries, 
but also from abroad result the interplay 
price levels and international monetary flows. 
And this occurred regardless the motives for 
the 


The Keynesian assumption the ine- 
lasticity the money supply therefore signifies 
that with the passage from gold-standard 
currency inconvertible managed currency, 
radical change the possibility satisfying 
the demand for money must have occurred. 

Indeed, according Keynes, under the pre- 
sent bank-money system the total quantity 
money existence fixed the sense that 
increased the monetary authorities (p. 230) 
but not the public (p. 174). This applies not 
only legal tender money (bank-notes), but also 
bank-money (both sight and time deposits). 


increased demand for money may therefore 
met correspondingly increased supply, 
but only the result deliberate action 
the part the monetary authorities. 

This point view, which basic the 
Keynesian system, and accepted also non- 
Keynesian economists, connected with par- 
ticular explanation the complicated question 
the «creation» bank deposits given Prof. 
far back 1928 (5) and reformu- 
lated the following terms Keynes his 
Treatise Money (6): The volume cash- 
balances depends the decisions the ban- 
kers and created” them. The volume 
real-balances depends the decisions the 
depositors and created” them 

other words, the public could not affect 
the quantity money (inclusive deposits) 
expressed terms monetary units; could 
only affect the value those monetary units 
relative goods, through the more less in- 
tensive use made them, through the ve- 
locity circulation given money. Thus 
increasing liquidity-preference, entailing 
reduction the velocity circulation mo- 
ney, would cause its value vary but have 

Although Robertson’s way interpre- 
ting the creation bank deposits has made 
possible introduce decisive innovations 
several points monetary theory, must 
considered invalid regards the point which 
most importance for Keynes’s theory. 

These fundamental innovations have indeed 
served call attention the great importance 
banking policy for the creation bank- 
money (the banks are not only the dis- 
tributors the deposits they collect, but they 
also create them). should, however, 
going the opposite extreme the traditional 
theory, and should therefore accepting 
failed recognise that preferences shown 
the public also play part the formation 
bank deposits. point fact, the creation 
bank-money does not depend Robert- 


(5) the third his propositions Theories 
Banking Policy reprinted his Essays 1940, 42. 
(6) Vol. 224. 
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son, and following him Keynes, claimed 
only the action the banks; the 
result decisions the part the public, 
debtors and above all creditors the 
banking system. 

Thus, order for new bank-money 
created necessary the one hand that 
there should increase the total volume 
credits granted the banking system, 
the other hand less necessary that the 
public whole should prepared in- 
crease its holdings liquid resources; there 
hoard. 


11. This point not made adequately 
clear long legal-tender money and bank- 
money are treated one. the distinction 
between the two that allows identify the 
limits which the creation deposits 
subject; show that deposits are liable 
withdrawn and converted into bank-notes, 
just bank-notes were one time liable 
exchanged for coins, the state confiden- 
the public influences today the quantity 
not only the value deposits just 
once affected the volume bank-notes. 

other words, consider bank-money 
separately, always remains apparent that its 
the policy adopted the monetary authorities 
or, more precisely, the Central Bank (which 
determines the volume bank-notes issued), 
and the commercial banks (which determine 
the volume credit granted the public 
relation the «cover» cash held the 
form bank-notes). This ratio (between 
and credit granted) runs parallel 
the so-called liquidity ratio (cash deposits), 
regulating which the monetary authorities 
can place limits the discretional powers 
the commercial banks, just former times 
the discretional powers the Central Bank 
were limited regulating the ratio the 
cover metallic money. 

But the same time consider bank- 
money separately, becomes clear that its 
the public, who through their right draw 


deposits, are always position satisfy their 
preferences between the Central Bank (bank- 
notes) and the commercial banks (deposits). 
indeed the behaviour the public that 
determines what part the bank-notes issued 
the Central Bank, instead being held 
the pockets the individuals, left with the 
banks, who use cover for deposits. this 
way not only does the liquidity-preference 
the public, the general sense the demand 
for money all kind, come into play, but 
does also particular type liquidity-preferen- 
ce: the choice the public exercising between 
bank-notes and deposits, 


this point, which seems special importance, 
still more clear using some elementary formulae. 

The Central Bank exercises its influence directly 
the total quantity bank-notes issued (B), 
which part goes into the tills the banks (B,), and 
part remains the hands the public (B,). 

thus have 

B=B,+B, 


The influence exercised the commercial banks 
(within whatever limits may laid down the 
monetary authorities) expressed the degree 
liquidity (K,) which they (the banks) maintain. 
That say the ratio between deposits (D) and cash 
(which, obviously, represents also reserves held with 
the Central Bank) depends the action the com- 
mercial banks. Hence 


(2) 


The influence exercised the public shown 
the degree preference (K,) shows its choice 
between bank-notes and deposits: that say the 
ratio that arises between deposits and bank-notes held 
the public the behaviour the public. 
Hence 


the end 1949 the situation Italy was 
follows (in millions lire): 


(1) 40,299 993,020 
40,299 


Those who take for granted that even bank 
deposits, and therefore the whole volume bank- 
money, depend exclusively the decisions the 
monetary authorities fail take into account the 
degree preference shown the public. This, 
turn, precludes the possibility correct inter- 
pretation monetary developments when the de- 
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gree preference undergoes marked variations 
different directions, as, for instance, happened Italy 
during the last few years, 


Degree preference» shown the Italian public 
for deposits compared banknotes (K,) 


End Year End Month 
(for 1947) 

1938 January 1.45 
February 1.47 
March 1.48 
April 1.49 
May 1.52 
June 1.48 
July 1.44 
August 1.38 
September 1.33 
October 1.31 
November 1.26 
December 1.16 


These rectifications show that liqui- 
tral» regard the creation deposits. 
Quite otherwise. Liquidity-preference one 
the two, rather three factors that help 
determine the supply the 
last analysis, indicates the willingness the 
part the public hold credits the banking 
system; represents, use up-to-date ex- 
pression, the third force which essential 
for the creation bank-money. 

This influence the demand the supply 
bank-money prevails, just under gold- 
standard, whatever may the motives res- 
ponsible for changes the liquidity-preference 
(transactions, precautionary, speculative 
motives). And prevails even the precaution- 
ary speculative motives depend not only 
uncertainty about the future trend interest 
rates, but also the more general uncertainty 
that surrounds future events. 

course, the creation bank-money 
associated with time-lags and various difficul- 
ties which are much more serious and 
complicated nature than those connected with 
the creation metallic money. But, keeping 
the main lines the Keynesian argument, 
may note that liquidity-preference does not 
play business life today the general 
assigned Keynes, which breaks the 
link between savings and investment assumed 
the traditional theory, that savings disap- 


pear into the banking system and are lost 
investment. 

Increased liquidity-preference the part 
individuals does not under all circumstances 
entail «cost» for the community, which 
makes itself felt persistent curtailment 
employment and income. More precisely, the 
far the volume money circulation 
increased measure that offsets the greater 
demand for it, ertailed the increased 
liquidity-preference. return the optimistic 
views former times, may said that 
through the increase the quantity 
existence, the vis naturae would 
any tendency towards depressive influence 
economic activity. 


13. But what are the circumstances under 
which such corrective comes into play? 

Without tarrying over the complexities 
the process creating bank-money, distin- 
ction should drawn between what happens 
periods normal development and expan- 
sion economic activity, and what 
periods stagnation and depression. 

periods normal development, and still 
more periods economic expansion, more 
money needed not only means ex- 
change, but also store value, not only 
for the transactions motive but also for pre- 
cautionary and speculative motives. These 
should understood, have noted, not 
only the Keynesian sense but also the 
general sense hoarding with view facing 
the uncertainties the future, provide both 
safeguard against unfavourable events and the 
means taking advantage favourable op- 
portunities. Hoarding this description 
additional the demard for money for the 
transactions motive. attributable, for the 
most part, income expansion. such cir- 
cumstances people hoard not because the uncer- 
tainties the future are more threatening than 
usual, but because they have better opportunities 
satisfying the need for securing themselves 
against those uncertainties. fact, the public 
position satisfy its increased liquidity- 
preference thanks both the larger income 
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its disposal and the greater confidence 
characteristic periods expansion, which 
allows extension the chain credit 
creation even outside the banks. the same 
time, the other factors which contribute the 
creation bank-money also become more 
For, not only does the public turn 
more frequently the banks for credit, but 
the banks themselves are ready increase the 
amount credit outstanding. 

Under these circumstances not possible 
speak fixed money supply. The lack 
elasticity production and substitution bank- 
money assumed Keynes does not exist. The 
fact that times expansion the supply 
money can extremely elastic. Indeed the 
banks can induced expand their credit 
facilities extent which, the long run, 
comes outrun the rate savings and above 
all outrun the rate which the public 
willing make deposits with the banks. 


14. The situation that arises the down- 
ward phase the trade cycle course very 
different. 

such times, hoarding meet future un- 
certainties does not make itself felt ad- 
dition the demand for money for the trans- 
actions motive. Indeed, the heavier demand 
satisfy the first motive may merely the 
reflection the decline the demand satisfy 
the second motive. any case, while there 
increase liquidity-preference and corres- 
pondingly the willingness the public 
grant credit the banks, the other factors that 
are essential the creation bank-money are 
not present; namely, the demand for bank 
loans finance new investments likely 
reduced less than the willingness the 
banks make new loans. Thus, the credits 
granted the banks may shrink, least 
may increase less than the willingness the 
public grant credit the banking system. 

may therefore said that the pessimistic 
expectations that accompany periods depres- 
sion are not propitious the creation the 
larger quantities bank-money which would 
necessary meet the greater propensity 
hoard. Indeed, such times the volume 
bank money may remain stationary even 


shrink. Even this case, cannot say that 
the money supply inelastic; only elastic 
the opposite direction that indicated 
par. 13, for tends shrink and not expand. 
then that the contrast between the amount 
money which the individuals strive acquire 
and the amount which, taken altogether, they 
can actually have, asserts itself all its crudity. 
inevitable process deflation employ- 
ment and income sets in, that slight initial 
depressive tendency may develop into persistent 
stagnation. 

thus return, different path, the 
same eventualities Keynes envisaged. This, 
however, holds good only far are 
referring not periods normal economic 
growth and still less uninterrupted expan- 
sion, but periods moments depression 
and stagnation, which, let repeated, may 
also occur within phase normal long-run 
development the form temporary arrests, 
occasional declines the level economic 
activity. 


15. sum our argument might 
his preface the General Theory) that the 
greatest difficulty treating the problem 
liquidity, represented hoarding, due 
the necessity escaping from some the 
Keynesian modes thought and expression. 
need escape from the idea that today, 
under system bank-money, individuals’ 
desire for liquidity entails, through persistent 
deficiency effective demand, collective cost 
much heavier than entailed under gold- 
currency system, the shape 
and poverty the midst plenty. 

The real fact that with the transition from 
gold currency bank currency, has become 
possible satisfy the individuals’ demand for 
liquidity without entailing any cost for the 
community the sense defined. Owing the 
creation credit money through the banks, 
repeat, the sterile hoards the individuals 
ave made fruitful for the community. And this, 
periods normal development, has been 
achieved natural market forces, without 
the need for any deliberate action the 
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part the monetary authorities. Here, com- 
mon sense traditional theory still provides 
better key the explanation the functions 
fulfilled the banks; makes that 
the banks, granting credit their debtor 
customers correlation with the credit granted 
them their creditor customers, have made 
possible satisfy the liquidity needs in- 
dividuals and firms without em- 
ployment and income. 

Thus, the last analysis, there good 
reason for believing that modern monetary and 
credit systems have for satisfying 
the best way, and therefore the lowest 
cost, both the community and the indi- 
vidual, the modern need for liquidity. 


16. The cost the community 
whole the liquidity-preference exercised 
the individuals must sought 
found the instability, the seesaw- 
ing» which characteristic the creation 
bank-money. The alternations expansion 
and contraction, have seen, are inverse 


far have analysed the cost 
liquidity from the first the two standpoints 
considered, i.e. the limitation the volume 
outlay compared with the volume 
available resources. must now consider this 
cost from the second standpoint, the limit- 
ation the length investments com- 
pared with the length the available funds. 
This leads examine preliminary step 
the way which the liquidity the economic 
system whole should considered. 

One may indeed speak greater lesser 
liquidity the economic system taken 
whole also with regard the volume the 
money supply (7). But for present purposes 


(7) Thus, according (Monetary Theory and Fiscal 
Policy, 1949, the total volume legal tender and bank- 
Money the United States America increased during the 
ten times more than income, and even the 
first thirty years the present century the ratio between cur- 
rency and income doubled. likewise interesting learn 
from and (Liguid Claims and National 


direction what would needed exercise 
stabilising effect economic activity. 

The liquidity which bank-money allows the 
individual members the economic system 
secure, does indeed possess amplitude and 
elasticity much superior that obtained 
the creation metallic money; but pre- 
cisely this greater elasticity that makes the ag- 
gregate income the system subject fluc- 
tuations increasing pari passu with the growth 
liquidity. And for this reason that the 
desire for liquidity the part the individuals 
and the satisfaction this desire through bank- 
money, though not the main, and still less the 
only cause economic fluctuations, undoub- 
tedly the principal factor accentuating them 
and making them 

And just such critical periods that the 
cost liquidity may assume the degree and 
character, affecting social conditions, which 
Keynes and his followers have given such im- 
portance, especially regards unemployment. 
This, however, not the case long general 
economic activity expanding uninterruptedly. 


THE ECONOMIC SYSTEM 


more important determine how the 
liquidity the economic system should con- 
sidered relation the length invest- 
ments real goods. And these investments 
should studied real terms, regardless 
whether they belong one individual ano- 
ther and regardless, consequently, possible 
transfers from one another; and whether 
they are financed with bank-money with 
privately owned funds. 

Substantially, the first thing consider 
the liquidity the whole economic system 
its terms, though were dealing 
with collectivised, more precisely with the 


simple economy described (8). 


Wealth, 1934, 111), that, again the United States 
America, the ratio between liquid resources their several 
forms (exclusive legal tender but inclusive deposits, 
bonds, etc.) and national wealth real terms also doubled 
the first years this century. 

(8) The Pure Theory Capital, 1941, 
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economic system one how face future 
uncertainties, view the ceaseless adjust- 
ments required general long-run economic 
development and the upward and downward 
movements the trade cycle. 

meet the need for liquidity due these 
uncertainties one cannot rely goods 
already available for consumption, but must 
also and above all able rely the in- 
strumental goods and both are regard- 
not stocks held reserve, but rather 
part continuous stream production. 

This makes necessary examine the 
structure the economic system; study the 
ratio which capital goods are distributed 
relation various maturity dates; the prevalence 
either circulating fixed capital; and also 
the measure which the one exceeds the other. 
its turn, this capital structure determines the 
way which production distributed over 
time and the the various processes 
which the productive system composed. 


The period time which invest- 
ment matures differs, naturally, for the different 
kinds capital goods, whether they con- 
equipment and plants. Wheat will take more 
time mature the shape bread than will 
flour, and likewise yarn takes more time 
mature the shape clothes than does 
cloth, say nothing the time taken 
hydro-electric power station land reclam- 
ation work express themselves consumption 
goods, The duration also varies widely accord- 
ing the different uses which the same 
capital goods are put: coal matures more 
rapidly the domestic fireplace than 
steam operated electric power-station. 

But the length time capital goods take 
mature not determined only technical 
factors. depends also economic conditions, 
and above all price and cost levels, interest 
rates and returns capital. respect these 
technical and economic factors, may speak 
«normal» maturity period for different 
forms capital goods and for the productive 
system whole. Under free market eco- 
nomy the «normal» period that which, 
through the interplay the aforesaid factors 


(prices, costs, interest rates, returns capital), 
yields normal business profits. 

may however happen that capital goods 
shorter than normal time; made immediately 
liquid enter once into the field 
liquidation gives smaller yield than would 
obtained the normal maturity period; 
entails loss that may described 
liquidation cost 

Obviously, this cost also depends the 
technical and economic conditions which 
have referred, and more especially the degree 
which the goods considered are capable 
either immediate consumption needs, 
other needs, thus leaving open the alter- 
native being used mainly present rather 
than «future» goods. any case, the 
varies inverse ratio the length the 
period within which the forced liquidation has 
made. And also higher the longer 
the normal duration which has cut 
short advance liquidation. 


first way gauging the degree 
liquidity the economic system assume 
that may not possible wait for the nor- 
mal maturing the capital goods, and that 
they may therefore have realized ad- 
vance, and the relevant cost liquidation in- 
curred. this cost will heavier the larger 
the proportion slowly maturing capital 
goods, the degree liquidity the economic 
system will higher the shorter the length 
the normal productive process, or, other 
words, the smaller the ratio fixed cir- 
culating capital, and therefore the smaller the 
amount capital per head. 

Liquidity may, however, considered from 
different angle: which is, some extent, the 
opposite the above. Instead starting from 
the assumption anticipated liquidation 
capital goods, may from the assumption 
that the liquidation will normal 

then obvious, the one hand, that 
liquidity will greater the greater the flow 
goods process, and the greater the in- 
come obtained from given supply primary 
resources. For, the larger the income, the larger 
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will the part that can allocated meet- 
ing future contingencies. 

the other hand, obvious that the 
flow goods process will larger, the 
greater the pfoductivity the economic 
system. its turn, the level productivity 
connected with the length the productive 
process. indeed well-known that other 
things (especially technical knowledge) being 
equal, the longer the period production (i.¢. 
the larger capital investment general, and 
investment instrumental goods particular) 
the greater will the flow production. 
Therefore, from this point view the greater 
liquidity resulting from higher productivity 
would link with longer and not shorter 
process production: with larger capital 
endowment per head. 


are thus faced two conflicting 
ways conceiving the liquidity the econ- 
omic system whole, far the length 
investments concerned. And correspon- 
dingly have two conflicting ways seeing 
the connection between liquidity and produc- 
tivity. Seen from the first point view, 
liquidity could only increased the expen- 
ses productivity; but seen from the second 
point view, increased liquidity would 
based increased capital per head. 

Both the first and the second principle can, 
course, appealed according circum- 
stances; that say circumstances will deter- 
mine whether the hypothetical liquidation 
cost becomes actual not. 

should remembered this connection 
that consider the economic system 
whole, the lengthening the process produc- 
tion must necessarily accompanied, the 
period when new capital being formed, 
the formation new savings, and therefore 
limitation consumption relation the 
net product. Moreover, that lengthening 
the productive process maintained, 
always entails the conservation previous 
savings through the reinvestment the amor- 
tisation quotas and therefore the limitation 
consumption relation the gross product. 
But may have for the economic system 
whole (likewise for the individual firms) 
excess investment comparison with 


what would keeping with the rate 
consumption. Under such circumstances, there 
may occur freezing the whole economic 
system entailing the anticipated liquidation 
the excessive investments, with more less 
high liquidation cost 

But long the rate new capital for- 
mation keeping with the rate which 
consumption limited, the situation will 
quite different. Under these conditions the ne- 
cessary adjustments required face uncertain- 
ties may made using the flow goods 
process, which mature normally from exist- 
ing investments. such cases the larger volume 
capital investments and the higher ratio 
fixed capital, instead representing frozen 
assets provide basis for the greater efficien- 
the productive system and for greater 
liquidity also. And the contrast between 
liquidity and productivity, that say econ- 
omic progress, ceases. 


Are these conclusions valid also for 
our present economic systems? Indeed, the ex- 
mixed economy) spite many restric- 
tions, leaves individuals and firms free decide 
not only the volume their savings but 
also the duration the waiting inherent 
the savings themselves; decide the 
length time during which they want defer 
the consumption current income pre- 
existing assets. may then enquire whether 
the individuals’ desire for liquidity, affecting 
the length their investments, may not 
obstacle that lengthening the productive 
process which the efficiency the economic 
system depends. Such obstacle would re- 
present that indirect cost the community 
whole, whose existence non-existence 
set out ascertain the beginning this 


paper. 


For the purpose this enquiry 
must remembered that each us, looking 
forward into the future, forms plan, even 
not deliberately, the duration the period 
defer his consumption. Thus have for each 
individual case conformity with the ratios 


— 
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which the people propose distribute their 
income (and their wealth) between the several 
future maturity dates special pattern 
planned waitings and corresponding durat- 
ion the investments. 

Now, liquidity needs are just one the 
many subjective and objective factors that help 
determine the length and the structure 
the planned waitings and therefore the 
investments the individuals who make 
the economic system. the liquidity needs 
that abbreviate the duration planned wait- 
ings and the corresponding individual invest- 
ments compared with the length time that 
each individual would willing accept 
the absence that need. indeed quite 
natural that the more the need for liquidity 
felt means preserving freedom choice 
the future, the less the investor willing 
prolong the postponements consumption, 
and undertake long-term investments. 

Liquidity needs thus exercise shortening 
influence investments, seen from the stand- 
point the individuals. These needs lead in- 
vestors pledge themselves for periods which 
are shorter than those for which their invest- 
ments actually last. fact, while liquidity 
needs entail shortening planned (ex ante) 
waitings they exercise such shortening in- 
fluence the «actual (ex post) waitings 
For they, though felt more less keenly 
different times, persist indefinitely through time 
and therefore, order sastisfy them, con- 
sumption needs are indefinitely postponed. 

This leads discrepancy (all the more 
marked when liquidity needs make themselves 
more keenly felt) between planned waitings 
and «actual and therefore between 
the planned length investments, seen 
individual investors, and the actual length the 
waiting period which they themselves end 
accepting. matter fact, the actual 
(ex post) length the waiting period always 
found longer than the planned (ex ante) 
length the investments. 

Seen the light individual choices and 
preferences regards liquidity needs, people 
seem more anxious spend their incomes 
and less persevering investments than they 
really are. 


Were the structure the productive 
system reflect the decisions the individuals 
respect the length their investments, 
the length the productive process would, 
whole, shortened and the capital endow- 
ment would smaller, leading correspondingly 
reduced efficiency production and 
riously hindering economic progress. 

this connection need only reflect that 
recent times liquidity needs have been more 
widely and keenly felt. This trend has un- 
doubtedly been intensified, least the last 
decades, greater uncertainty about the future 
world which lives the fear and the 
reality world wars. But has its roots also 
strictly economic motives. Among these 
the decreased willingness tie property 
business enterprises even the investor the 
owner and responsible for the management. 
Thus liquidity needs have pervaded the econ- 
omic system not occasional factor, but 
persistent and prominent feature this 
period: the period the 
economy based credit. 

fact, however, the liquidity needs the 
individual (with the consequent shortening 
the investment period from the individual stand- 
point), may be, and are, satisfied without 
corresponding shortening the investment 
period from the standpoint the economic 
sible create for individuals so-called artif- 
liquidity which not matched the 
liquidity the economic system 
represented the maturing the goods that 
emerge the final stage production. 
other words, possible render liquid for 
the individual what not liquid for the com- 
munity. For instance, investments 
trial shares Government securities may 
liquid, least «short dated for the 
individual, even though the investments are 
long-dated real estate 

This creation artificial liquidity, this 
conversion non-liquid into liquid assets 
due, well known, the special characteris- 
tics our economic organization, namely 
the possibility purchase and sale the capital 
market and the credit facilities. op- 
portunities allow transfers investments from 
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one person another come into play 
meet the liquidity needs individuals, trans- 
fers which course not take place for the 
community whole. 

Thus every entrepreneur who embodies his 
available resources long term investments 
knows that can liquidate mobilize them 
within shorter period than that which the 
investment matures. And the same may said 
for each saver who, when loaning his available 
funds entrepreneur, knows that can 
liquidate mobilize the loan has made even 
before the date maturity, 
security for borrowing, his turn, from others. 
Hence the investment process offers the 
saver and the entrepreneur greater 
than that which the economic system whole 
possesses. 


all this, credit plays important 
part, closely bound buying and selling 
operations. This particularly true the more 
advanced forms operation the financial 
market, such those securities which are 
closely connected with banking activity. 

But not only does credit contribute the 
creation artificial liquidity supporting 
another. have seen, the course 
time the disparity between planned waitings 
and «actual the part indivi- 
duals persistent feature; and this disparity 
itself usually covered prolongment 
facto the credits granted call for short 
periods. 

course, what holds good this regard 
for credits general especially true for bank 
credits, and makes itself felt more particularly 
the creation bank-money. that process 
have, substantially, counterpart between 
credits granted the public the banks (the 
Central Bank included) and the credits granted 
the banks the public. While the former 
are for the most part sight short dated 
credits, and represent for the individuals the 
typical form liquidity, this certainly not 
the case for bank loans considered from the 
point view the economic system whole. 
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Thus, considered from the standpoint the 
economic system, the real form investments 
ends being, say, disconnected from 
the decisions taken individuals the 
length the waiting period inherent the 
postponement consumption. thus, 
thanks the continual 
troduced into the basic institutions the market 
and credit economy, has been found possible 
reconcile artificially what seemed na- 
turally irreconciliable. That say, means 
has been found for satisfying the increased 
individual needs without renouncing the ever 
growing need for long term investments. 

This fact calls attention the vast institu- 
tional opportunities that exist for the creation 
liquidity. also points the necessity for 
determining what manner and what ex- 
tent advisable encourage the creation 
such liquidity following suitable monetary 
and credit policy. 


10. sum up, what have been saying 
about liquidity viewed from the standpoint 
the length the investment, matches what 
had already said about liquidity viewed 
from the standpoint the volume invest- 
ments. 

From both points view, liquidity-prefe- 
rence entails for the individuals the need 
not investing part their available savings, 
and the other case reducing the length 
the investments. But while this margin 
necessary for single individuals and single firms. 
which must take precautions against the uncer- 
the future, does not have be, 
and indeed cannot secured, for the econ- 
omic system whole. Thus there fun- 
damental contrast between the tendency fer 
individuals establish margin liquidity, 
and the impossibility providing such 
margin for the economic system. 

this fundamental contrast must im- 
puted the indirect cost which the community 
exposed result the liquidity needs 
its individual members. This cost, have 
seen, might immense considered from the 
point view the volume liquid funds 
demanded for satisfying the propensity 
hoard For, result hoarding, down- 
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ward movement income and employment 
would result. But the cost might less 
heavy viewed from the standpoint the 
length the investments, through the im- 
pact the factors that determine the efficiency 
and productivity the economic system and 
hence the economic progress. 

Nevertheless, this contrast far from being 
incurable. the case the 
liquid funds, the creation bank-money may 
allow individual liquidity needs satisfied 
without entailing any cost the community, 
since even individual sterile hoards may become 
profitable the hands the banks. same 
may said the «length» the invest- 
ments. The special structure our social 
organization allows the savings individuals 
made more fruitful for the community, 
making possible for the real duration 
the investments longer than what the 
various investors would have been willing 
accept. And here again the part played the 
banks primary importance. 

All this confirms the view that the modern 
monetary and banking systems the most 
efficient instrument for satisfying the liquidity 


This explains the anxiety felt those 
who see the steady growth individual 
liquidity needs threat the free market 
economy based credit, not indeed the 
whole capitalistic system. Even not 
share this anxiety, cannot doubt that great 
importance should attached 
needs, and therefore banking and credit 
policy regards the ways of, and the limits 
offsetting the dangers involved 
preference. that policy, indeed, depends the 
possibility 
suitably and within adequate limits, and there- 
fore the possibility avoiding, least at- 
tenuating, the serious consequences which 
may give 

The importance banking policy thus acquires 
means satisfying the liquidity needs 
individuals, leads modify hitherto widely 


needs our times. But also means that the 
economic system exposed greater instability. 
The same ups and downs occur the volume 
bank-money, occur also the length the 
investments. Here again the changes 
the part the public, and the inadequacy 
lack stabilising reactions the part the 
institutions through which artificial liquidity 
created, may act such way that the creation 
artificial liquidity helps accentuate the 
cyclical fluctuations degree which makes 
them critical 

Thus the field liquidity, any 
other sector economic life, institutional 
artificial creations entail «cost» for 
the community. Indeed, possible 
reconcile what first sight 
ciliable: meet the increased demand for 
liquidity the individuals, means has been 
found not only creating greater volume 
liquid funds, but also lengthening the 
investment process required the develop- 
ments the productive system. But this 
done the cost more marked fluctuations 
the level economic activity. 


THE BANKING SYSTEM 


accepted explanation the functions the 
banking system. Seen from this angle the 
banking system besides providing the means 
payment required trade, besides transferring 
capital from lenders borrowers, also and 
above all serves satisfy the liquidity needs 
the economic system and the individuals 
composing it. other words, should iden- 
tify the essential function credit institutions 
that satisfying liquidity needs. Therefore, 
the one hand, the banks should provide 
the requisite degree liquidity both regards 
the volume liquid funds and regards the 
length investments; the other hand they 
should act such way avoid cyclical 
fluctuations, least reduce their amplitude. 

But the banks not only create liquidity 
for others; they also demand liquidity themsel- 
ves. That say, they also have liquidity 
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needs which are those not only the individual 
banks but the banking system whole. 
have pointed out the beginning this 
paper these needs are primary importance 
the banks. Therefore must now enquire 
and this the liquidity problem the 
banks and within what limits the banks 
can provide for the liquidity needs others 
while satisfying their own; and, should 
added, while the same time meeting the other 
requirements banking policy. 


The nature this problem differs, 
course, according consider the needs 
the individual banks, the banking 
system whole including the Central Bank. 
Nevertheless, well known, this problem 
was solved for more than century, both for 
individual banks and for the system whole, 
the adoption single simple principle, 
the rule self-liquidating paper 

This principle was supposed hold good 
both for individual banks and for the system 
whole, and guarantee bank liquidity 
regards both the volume and the term bank 
loans. 

fact, the banks, restricting themselves 
short-term commercial credit, would auto- 
matically regulate the volume their outstand- 
ing loans, and consequently, the volume 
bank-money. This consideration had great 
weight the discussions the question 
free banking for seemed make super- 
fluous any kind quantitative control. 
this way the banks were supposed able 
secure «sound» activity and provide 
adequately for the liquidity their customers 
within the limits their own liquidity. 

But the literature the XIX cen- 
tury had already called attention remem- 
ber the fact that useless for 
the banking system whole attempt 
secure liquidity the assumption the self- 
liquidation production the downward 
phase the trade cycle. And have had 
first-hand proof, more especially during 
tragic experience the great depression 
1931-1933, that under such circumstances bank 
policy based the principle self-liquid- 
ation» can only accentuate the price slump, 
leading, use expression, «to the 


explosion the monetary mine thus 
evident that the banking system whole can 
only satisfy its own liquidity far 
succeeds satisfying the liquidity the econ- 
omic system whole creating larger 
volume liquid funds. Otherwise, the 
depression develops and the unsatisfied liquid- 
ity-preference the public makes itself more 
keenly felt, the situation may give rise 
real liquidity crisis» affecting the whole 
banking system and involving even its sound- 
est units, Such policy, were driven 
its ultimate might even lead 
the collapse the banking system with 
inevitable reactions monetary stability. 


that the last few the theory 
self-liquidation has been gradually set aside 
and replaced the theory 
which considers credits more less 
liquid according the degree which they 
can transferred either the open market 
from one bank another or, the last 
resort, the Central Bank, regardless 
whether they are granted public private 
concerns, whether their purpose finance 
consumption production, circulating fixed 
capital. Thus, substantially, the liquidity the 
banking system comes based exclusively 
the liquidity the economic 
system, for due above all the special 
arrangements that allow banking assets 
shifted. 

should, however, borne mind that 
these principles not have the value eternal 
truths, but are only contingent rules thumb, 
adapted the changing requirements econ- 
omic life, develops from one period 
another; nor should thought that can 
completely neglect the natural liquidity 
the economic system, discard entirely the 
self-liquidation principle. 

Indeed, have already stressed the fact 
that the lengthy investment processes required 
attain greater efficiency the productive 
the normal maturity rate the production flow 
step with the rate consumption. That 


(9) Trade Cycle, 1950, 160. 
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say, have stressed the need for avoiding 
excessive investments which may occur for the 
community whole than for its in- 
dividual members. The principle self-liquid- 
ation, have seen, cannot itself suffice 
avoid such excesses. may however attenuate 
them. fact, may highly important that 
the banking system should not lose sight the 
degree maturity the goods the productive 
process, seen through the self-liquidation 
bank loans. And from this point view, just 
might fatal insist basing liquidity 
downward phase trade cycle, might 
mistake not take that principle into consider- 
ation periods normal development and 
still more periods economic expansion. 
doing one would setting aside precious 
and perhaps irreplaceable stabilising factor 
the economic system, which contains many 
elements instability. 


One cannot therefore claim solve 
the problem the liquidity the banking 
system setting now one now the other 
principle dogma. The problem, let 
repeat, consists seeing and how and within 
what limits the banks can provide for the 
liquidity needs the market while satisfying 
their own, without forgetting the other goals 
sound banking policy. solve the problem 
satisfactorily, must gather together the dif- 
ferent aspects banking policy far con- 
sidered. And this framework must 
consider the ways which banks 
liquid funds and the length investments. 

concerned, must first all back 
what the commercial banks can really 
through the creation deposits. considering 
Section the problem deposit cre- 
ation, referred to: (a) the part played the 
banks themselves through their lending policy 
through their willingness reduce their 
own degree liquidity); (b) the part played 
the public (through their degree preference 
for bank deposits rather than for bank-notes); 
(c) the part played the Central Bank (through 
its action fixing the total quantity bank- 
notes issued). will clear that are 


graduate the importance attributable each 
these three factors the formation bank 
deposits, primary importance must given 
the Central Bank. 

therefore within these limits that 
must study what the commercial banks can 
really do. Above all they can enlarge restrict 
the contribution they make the formation 
deposits restricting enlarging their own 
degree liquidity the final analysis 
may said that they can best provide for their 
own liquidity needs and those others 
respecting the golden rule handed down from 
the past which requires that the banks should 
prudent granting credit periods 
more generously periods depression. 

The possibilities and responsibilities the 
Central Bank are, repeat, much greater. 
One point fundamental importance emerges 
here, that the Central Bank, whatever may 
the ultimate aims its policy (ranging from 
some form monetary neutrality some 
count the liquidity needs the public 
originating the propensity hoard just 
takes account the liquidity needs origin- 
ating production and exchange. These two 
needs may, according circumstances, either 
replace superimposed one another. 
consider liquidity needs from the standpoint 
able understand their significance, and the 
consequences for income and savings satisfy- 
ing failing satisfy them. are made 
aware that, should the growth the volume 
liquid funds proportionate only the 
growth trade and production, the require- 
ments arising from the growth 
liquidity needs might not satisfied, leading 
The figures have quoted showing the pro- 
gressive growth the United States the ratio 
between liquid funds and income ratio that 
neutralises the changes the purchasing power 
money) give idea the importance 
this aspect the liquidity problem. 

Another point fundamental importance 
which have already referred relates 
the formation deposits. this connection 
the need for cooperative action the part the 
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Central Bank must recognised, since the 
minimum bank-notes needed cover for 
deposits has provided the Bank Issue. 
this fact not taken into account one may 
led ascribe any falling off the growth 
bank deposits insufficient accumulation 
savings (seen terms beneath the 
monetary veil»); falling off which may 
instead caused excessive restriction the 
amount currency circulation. 

order secure adequate supply 
liquid funds therefore necessary that the 
policy the Central Bank should sufficiently 
flexible. This means that the process convert- 
ing savings into monetary form should 
continuously assured, and suitably sustained 
when there the slightest tendency for the 
level economic activity fall. The need for 
sufficiently elastic monetary policy should, 
however, understood subject the limits 
that Central Bank must respect shall 
note whatever the monetary system under 


which they work. 


What have said about the «volume» 
liquid funds holds good, fundamentally, also 
for the length investments. 

Here again the influence the commercial 
banks may make itself felt. have stated, 
the banks can contribute and always have con- 
tributed the creation artificial liquid- 
ity, matching the short-term credits granted 
them the public with investments which 
reality are much longer duration. Undoub- 
tedly, increasingly wide acceptance the 
more and more the creation artificial liquidity 
the commercial banks. This does not imply 
that the banks should finance industry directly 
(cither exceptional cases, or, still less, 
regular practice), for that would mean convert- 
ing «commercial banks the English type, 
into mixed banks the German type. 

The problem here discussed, indeed, not 
one which involves commercial banks only; 
involves the several categories credit institu- 
tions and also the Central Bank, which must 
have sufficient powers regulate the working 
the whole banking system. And the last 
resort, the Central Bank which does 
does not create that amount artificial 
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liquidity needed make individual savings 
more fruitful for the community whole, 
through their employment the long-term 
investments which are required the modern 
economy. 

this connexion perhaps not super- 
fluous note that just would incorrect 
assume that the savings individuals deter- 
mine themselves the total volume liquid 
funds, likewise would incorrect 
assume that the decisions the various indi- 
viduals the length their respective 
can themselves determine the 
length the investments, from the standpoint 
the economic system whole. both 
these cases the action the Central Bank cannot 
but have considerable indeed decisive 
influence. This action cannot, course, 
limited preventing abuses, restricting 
the investment activities the commercial 
banks short-term loans. When once this has 
been done, essential that the needs not met 
the commercial banks the process 
strengthening the productive structure satis- 
fied; essential provide some other way 
for functions that are essential the life 
free market economy based credit. For this 
purpose, new systems must devised for 
adequate and practical solution the problem 
arising from the lengthening the productive 
process. These solutions have already been 
foreshadowed new forms lending which, 
while excluding return the system the 
mixed bank, will permit the indirect invest- 
ment long-term industrial loans ade- 
quate share the available resource the 
banks, safeguarded the necessary margins 
security and shiftability. 


course, all this there are limits 
the activity the Central Bank also. These 
limits were indeed more obvious under the 
gold standard system, but they subsist whatever 
the monetary system force. 

Above all, the experience acquired the 
last few decades has made the Central Banks 
aware the important influence monetary 
and credit policies the balance interna- 
tional payments. has shown that 
cessive acceleration the creation liquid 
funds, excessive lengthening the invest- 
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ment process tends express itself persist- 
ent deficit the balance This, 
its turn, but give rise, even only 
the long run, devaluation the currency. 

What these limits are far they are 
connected with the problem liquidity, 
have already indicated. have pointed out 
that, the one hand, the case the creation 
immediate liquid funds, lending the 
banking system whole must keep pace with 
the rate savings, and with the rate which 
the public lends the banks. the other 
hand, the case lengthening the inve:t- 
ment process, investments must also 
contained within limits which allow the 
normal maturing the flow production 
keep pace with the These 
limitations are, effect, two aspects 
one and the same necessity; the rate invest- 
ment must not exceed the rate saving. This 
necessity which must always respected 
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assured adequate degree liquidity and 
excessive investments, and having meet the 
consequent cost. 

This explains why the liquidity position 
the economic system, and still more the 
banking sy:tem, varies greatly between 
various countries, accordance with the flow 
income and savings relation the growth 
population and the increase capital per 
head. That say explains why that 
countries that can rormally count only 
comparatively small volume savings, the 
liquidity problem more keenly felt. And this 
is, think, reflected the way which 
the problem itself understood, and the 
greater attention paid the limits econ- 
omic nature within which each country may 
create for itself the liquidity margins that 
needs. 
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known, Holland’s banking system con- 
sists (a) the Bank issue, the Netherlands 
Bank, since 1948 state-owned corporation; 
(b) deposit banks (limited companies operating 
the field short term loans business and 
investments the money market); (c) coopera- 
tive agricultural banks (united two important 
groups, accepting sight and savings deposits 
and supplying both short and longer term 
credit, investing the remainder their assets 
partly the money market, partly the cap- 
ital market); (d) institutional investors (savings 
banks, mortgage banks, life insurance com- 
panies, pension funds, and the 
Government Netherlands Reconstruction Bank) 
which operate the capital market and also 
supply important long term loans industry 
and housing. 


Relations between the Netherlands Bank and 
the banking system. 


Before the war the Netherlands Bank, 
then private bank issue, exercised indirect 
control the monetary situation the or- 
thodox way, i.e. its position lender 
last resort through discount policy, open market 
operations, and moral suasion». The Bank 
had legal ascendancy over the banking 
system. 

Since the thirties during which critical 
period banking crisis occurred the Nether- 
lands regular contact between the Central 
Bank and the banking system became closer. 
1933 the larger banks agreed supply quar- 
terly statements their balance sheets the 
Netherlands Bank. 


1945 the relations between the Nether- 
lands Bank and the banking system entered 
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new phase, the course the money 
purge the Bank was charged with temporary 
credit control. This was concentrated 
qualitative until the end 1950, 
when qualitative restrictions were dropped and 
replaced more effective quantitative ones. 
these controls the deposit banks and the 
agricultural banks, the so-called money-creat- 
ing institutions», only have been subjected. 
The institutional investors have not been inter- 
fered with, and until recently they have been 
encouraged extend more direct loans bus- 
iness. 

1945 the granting bank advances was 
licensed under the following provisions: 


(a) advances were allowed the pros- 
pective borrower owned readily marketable 
securities; 

(b) stock exchange advances and loans for 
speculative purposes for consumption were 
prohibited; 

(c) short term advances for trade and 
production were allowed without special license 
50,000 per debtor; 


(d) advances 50,000 and over were 
subject approval the Netherlands Bank; 
approval was witheld the case ad- 
vances for investment equipment; 

banks were requested restrict credit 
for unessential purposes. 


The qualitative credit restrictions 1945 
have had some psychological effect, but 
practice the Netherlands Bank 
ever refused approval for advances the banks 
were prepared grant (for reasons which 
shall return). The restrictions therefore were 
stringent, with the exception perhaps the 
ban stock exchange credit. 
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The system control was extended and 
improved 1946, when Gentlemen’s Agree- 
ment was stipulated between the Netherlands 
Bank and the more important banks, under 
which: 


(a) banks agreed supply the Nether- 
lands Bank with all particulars needs for 
supervising the banking system (and permit 
the relative necessary investigations), well 
with monthly statements their situation and 
annual balance sheets and profit 
accounts; 


(b) banks undertook inform the Nether- 
lands Bank credits opened 1,000,00 (1) 
exceeding their capital (2); 


(c) the Netherlands Bank was authorized 
contact individual banks should notice 
developments deems undesirable. 


This Agreement still exists and working 
smoothly. Personal contact most 
large banks are situated within walking distance 
the office the Netherlands Bank. 
should remarked that the smallest banks 
have not signed the Agreement; their quan- 
titative importance not large, but from the 
point view quality some them are much 
weaker than the banks which joined the 
Agreement. 


1948 the shares the Netherlands 
Bank were vested the Government (3), and 


(1) 263,160 and abt. Lst. 94,000. 

(2) first sight this may seem unnecessary under the 
1945 advances fls. 50,000 and over were 
already subject the approval the Netherlands Bank. But 
practice worked out differently. The Agree- 
ment 1946 permanent agreement between banks and the 
Netherlands Bank (in its quality Central Bank) enabling 
the Bank secure information about the position 
each individual bank. The 1945 regulations were temporary 
and would lose their validity with the liquidation the Money 
Purge. Furthermore, credits over fls. 50,000 were subiect 
permits special office the Netherlands Bank 
capacity agent for the Government); and bankers prefer 
keeping the proper function the Central Bank and the func- 
tions the Government Agent well separated from each other. 

(3) The Bank remains limited company, managed 
Governing Board under the supervision Board Com- 
missioners and Royal Commissioner and Bank Council. The 
members the Governing Board are appointed for seven years. 
The Finance Minister authorized issue such directions 
the Governing Board deems necessary order co- 
ordinate the monetary and financial policy Government and 
Bank. the Governing Board should object follow these 
directions the Crown will decide whether they have 
followed, and the Crown confirms the directions, its decision 


its charter was reconstructed upon more am- 
bitious lines. 

The tasks the Bank are outlined art. 
its charter (Bank Act, 1948), quoted the 
footnote (4), where supervision over the credit 
system emphasized (par. and 4). 


Lastly, conformity with par. 
said article, bill full-fledged banking 
legislation was submitted Parliament, con- 
taining both control individual banks for 
the protection depositors and various kinds 
general monetary controls for coordinating 
the credit policy the banks with the monetary 
and financial policy the Government. 
practice, however, now everything has 
remained was; the further legislation an- 
ticipated for detailed supervision the banking 
system has yet approved, and emergency 
decrees, provided for cases undesirable 
developments harming either the soundness 
banking system the interests the customers 
individual banks (see footnote par. 4), 
have not been found necessary. 

Broadly speaking the monetary influence 
the Netherlands Bank mainly 
the money market. The capital market 
hardly interfered with, with the exception 
mild control over the issue shares and 
bonds (5). course the debt policy the 


published together with the objections raised the 
Governing Board. then the Governors still refuse comply 
they can removed from office. 

(4) Article 

shall the appointed task the Bank regulate 
the value the Netherlands monetary unit such way 
deemed most conducive the welfare the country, and 
therewith stabilize that value far possible. 

The Bank shall provide for the monetary circulation 
the Netherlands far this circulation consists bank 
notes, shall facilitate the use bank money the Nether- 
lands and shall promote the settlement payments and 
from foreign countries. 

The Bank shall exercise supervision over the credit 
system. 

Awaiting the passing act regulating the super- 


vision over the credit system, reserve the right, 


urgent circumstances require and after having consulted 
the Bank Council, issue decree further regulations under 
which the Bank shall exercise such supervision the interests 
the solvability and the liquidity the credit institutions and 
order promote sound credit policy. and when such 


decree shall have been promulgated, bill will 


soon possible sanction its contents law. 

(5) Before handling issues shares bonds, bankers and 
stockbrokers are enquire whether the Netherlands Bank has 
any objections. The formalities are very simple: usually 
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Treasury one the most influential factors 
the capital and money 


Monetary developments after the war. 


1945 the large amount floating domes- 
tic purchasing power accrued during the war 
was about halved Money Purge. Never- 
theless, during the first post-war years spending 
the general public was restricted 
known through physical controls, mainly 
consumer rationing, investment 
allocations raw materials, foreign exchange 
control and restricted and often bilateral foreign 
trade. And inflation coupled 
with cheap money (6). 

When however 1949 most the internal 
physical controls were abolished and when 
1950 the restrictions inter-European foreign 
trade were removed, the domestic monetary 
situation regained its direct importance for the 
problem the heavy deficit the balance 
payments. The excessive financial liquidity 
business and consumers allowed them spend 
much more than their current income, and 
many durable goods were bought the purchase 
which had been postponed earlier years 
account lack supply. Business availed 
itself the opportunity for increased replace- 
ment obsolescent equipment and rebuild 
depleted inventories. The coincidence Korea 
with inter-European liberalisation added the 
buying spree. 

consequence the domestic bank balances 
consumers and the business world contracted, 


condensed balance sheet and statement the purpose the 
issue are sufficient. Against reasonable propositions domestic 
business and public authorities the Bank raises objections; 
towards issues foreign bonds more critical attitude 
taken with view their repercussions the balance 
Payments. the capital market has markedly tightened re- 
cently, more restrictive attitude towards issues not improb- 
able, the unfavourable state the market not sufficient 
deterrent intended issues. 

(6) The Treasury maintained its low interest policy the 
Post-war years when there was not much competing demand 
business for loans and advances, long the physical 
volume business remained below the pre-war level. The 
Treasury borrowed 3-3% percent for long term bonds and 
also financed large extent with year Treasury notes 
percent and some and year bonds slightly higher 
These short term Treasury securities were sold tap, 
mostly the banking system. 


official discount rate for bills remained percent 
until September 
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whilst the same time increased use was made 
credit facilities granted banks. other 
words, the fact that money was not scarce 
enabled the domestic community spend 
beyond its current income and thus enlarge the 
deficit foreign payments. Indeed this deficit 
exceeded 1,000 millions for 1950. was 
covered the available E.C.A. grants and 
other reserves, but repetition the same per- 
formance 1951 had prevented. Not 
only would American aid sharply reduced 
1951, but greater part available resour- 
ces had reserved for rearmament; and 
spending the private sector the economy 
had curbed. 

Tables and show the expansion credit 
1950 and the contraction the money cir- 
culation. can seen, «cash» and other 
liquid assets the commercial banks shrank 
697 millions during 1950 from 
3939 3248 millions guilders), while 
«credits clients» rose 197 millions 
from 1050 1247 millions guil- 
ders). the other hand «cash» and other 
assets» agricultural credit banks 
shrank the same year 223 
30.1%; from 747 518 millions guil- 
ders), while credits clients and securities 
from 1194 1447 millions guilders). 

Taken together, the Tables roughly explain 
how the deficit the balance payments was 
reflected the domestic monetary situation. 


EXTRACT FROM COMBINED FIGURES 
(COMMERCIAL) BANKS 


(in millions guilders, for December 31st) 


1950 


Cash, balances with Ne- 
therlands Bank, etc. 
Netherlands Treasury 

Other short term Govern- 
ment Paper 
Cash and Treasury, etc. 
Advances, loans, bills, etc. 


799| 


1,247 


Total 


700 
t 
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EXTRACT FROM COMBINED FIGURES 
AGRICULTURAL CREDIT BANKS 


(in millions guilders, for December 31st) 


1949 1950 


Cash, balances with Netherlands 
Netherlands Treasury Paper 452 
Securities 395 
Advances, loans, bills, etc. 799 994 
| 
Current account deposits 293 
Credit balances guilders 1,831 1,822 


very interesting complete explanation 
domestic money creation 
during 1950 found the 1950 Report 
the Netherlands Bank (7). 

Given the existing liquidity the banking 
system, there was actual check credit 
expansion; the end 1950, about 
total assets all commercial and agricultural 
banks consisted cash and practically liquid 
assets, mainly short term Treasury securities. 

Under these circumstances, the fall 1950 
the Netherlands Bank decided measures 
curb possible further outburst credit. The 
Bank pointed out that reasonable credit- 
expansion was warranted the increase 
production, but that such expansion would have 
orderly and kept within bounds. the 
other hand, continuous expansion credit 
with the same speed 1950 was not expected, 
the first expansion was for substantial part 
explained rebuilding stocks, process that 
would come end and perhaps reversed 
later on. mild restriction bank credit was 
deemed sufficient for the moment. 


(7) See especially Table 25, 43; and also Chapter 
63-73), where the significance credit expansion for the 
balance payments thoroughly disoussed. 

Incidentally the figures Table show large surplus 
assets over debts for the commercial banks, indicating the 
strength their capital and reserves, whilst must borne 
mind that the agricultural banks are cooperative, and find 
their strength not their capital but their members. 


Individual qualitative restrictions replaced 
more severe policy aggregate quan- 
titative control. 


Qualitative restrictions were quietly dropped, 
and the emphasis was shifted the selective 
influence rise interest rates and 
complex system legal ratios». The fun- 
damental weakness qualitative restrictions 
appears that unduly low interest rates 
there may excessive demand for advances, 
each which above reproach quality; 
this case qualitative selection impossible 
and does not produce the required curb 
credit. 

The only remaining official qualitative res- 
triction was the ban stock exchange advan- 
ces; restrictions consumer credit, advances 
for investment equipment and mortgage 
credit being superfluous banks the Nether- 
lands have always refrained from such doubt- 
ful bank advances. This point would like 
stress; banking system traditionally res- 
tricts itself short term advances for financing 
stocks and debtors (working capital) there 
practical scope for effective qualitative 
control. 

there was scope for qualitative select- 
ion there was room for credit-rationing 
either; any fair system rationing assumes 
standard priorities which the Bank was 
unable provide. The only remaining solut- 
ion was chosen the Netherlands Bank; 
induced rise interest rates which was 
hoped would check the rising demand for ad- 
vances. 

fact, the restriction policy started rais- 
ing the discount rate the Netherlands Bank 
from percent percent September 
1950, followed another increase percent 
April 1951 (8). 


(8) June 1951 the prevailing rates interest were: 


mortgages and long term industrial ad- 
long term Government bonds (abt.) 
interest rate bank deposits (abt.). 
rate time deposits (one 


Credit the Netherlands 


course the discount rate was ineffective 
long were liquid that they did 
not need borrow from the Netherlands Bank. 
The figures the Table show that the 
end 1950 less than percent the 
assets the commercial banks consisted 
liquid and near liquid assets. The large hold- 
ings one year Treasury Notes were such 
enable banks finance large credit ex- 
pansion simply not reinvesting Treasury 
Notes redemption dates. 

order make the policy the 
Netherlands Banks effective, and force 
banks raise their rates credits, com- 
plex scheme was devised for more less freez- 
ing the existing holdings Treasury paper 
the banking system. 


Credit restriction mechanism effective 
January 1951. 


The system chosen (9) does not imply 
real rationing credit, but makes credit 
dearer and ties bank interest rates the dis- 
count policy the Netherlands Bank. Its es- 
sential features are: banks are compelled 
hold large amounts liquid assets, effect 
mainly Treasury Notes, banks ex- 
pand credit they will have borrow the ad- 
ditional funds from the Netherlands Bank, 
their liquid assets are more less frozen. This 
has the double effect that the cost granting 
credit becomes higher for banks (for instead 
foregoing percent Treasury 
Notes sold, they will have borrow money 
from the Central Bank percent) 
and that bankers are subjected the psycho- 
logically disagreeable experience becoming 
dependent advances from the Netherlands 


Commercial banks. 


The new and complicated system prescribes 
fundamental rule that the banks are 


(9) The new regulations were issued the Netherlands 
Bank under the authority contained the emergency legislation 
for the 1945 money purge. The intention however base 


credit restrictions new legislation recently drafted but not yet 
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highly liquid Treasury assets (10) equal 
their books. bank does not this 
requirement put under detailed control 
the Netherlands Bank. matter fact, 
only small banks fall under the latter category, 
and the result will probably that they will 
either reduce their sell out larger 
and stronger banks (12). 

This requirement, which would have had 
effect upon banks highly liquid pos- 
ition (13), was supplemented with alterna- 
tive obligation. The barks not only have 
observe the requirement minimum cover 
but they must also comply with 
least one the two following 


The first special form historical 
cover». For each bank basis 
found the average its actual balance-sheet 
figures June 30th and December 31st, 1949. 
Now, against the amount credit- 
balances (average for 1949) least the 
actual credit-balances are higher lower than 
1949 the prescribed amount cover in- 
creased decreased 2/3 the difference. 
Therefore the deposits with bank increase 


(10) The Cover consists of: 


cash and notes; 

balances with the Netherlands Bank, postal and 
municipal checks, domestic and bankers, money lent 
call (net that taken call); 

Netherlands Treasury Notes and Bonds (1, and 
year terms); 

short term securities other Public Authorities. 


(11) Credit balances are the total of: 
time and sight deposits; 
balances with other bankers only); 
money taken call (net that lent call); 
debts overseas offices; 
other credit-balances. 


(12) the end each month detailed monthly state- 
ment drawn each bank, being extract its 
balance sheet containing guilder-assets and liabilities and few 
later that statement handed the Netherlands 
Bank. 

All regulations are based upon this statement. 

(13) For example, the end February 1951 the holdings 
short term Treasury securities the leading commercial 
banks amounted 63% their total assets. 
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its cover and 1,000,000 remain available 
for advances (14). 


The alternative standard 
the total debit-accounts may most exceed 
the figures September 30th, 1950. 
This relates the total of: bills and promissory 
notes (exclusive those grouped cover); 
loans and advances (inclusive those par- 
ticipations and overseas offices). 

bank falls short both these standards 
required the amount the smaller 
the two shortages from the Netherlands 
Bank, for the duration the month following 
that which the statement has been handed 
in, debited special account. The borrowed 
amount deducted from the amount cover 
held. The possibility appealing the Cen- 
tral Bank for investments excess the pres- 
cribed limits, excluded when the liquidity 
cover falls down the minimum percentage 
40. 

Thus, generally speaking, banks remain free 
grant many advances they want, 
provided they pay the penalty borrowing 
from the Central Bank and the amount the 
cover liquid assets not less than per- 
cent the deposits. Except complying 
with the above mentioned rules, commercial 
banks can only grant credits authorize 
disposals over outstanding credits after 
license has been granted the Netherlands 
Bank (15). 


(14) This facility likely affect the bank policy for 
deposit rates interest order increase time accounts. 
the end 1950 firms and institutions outside the banking 
world held less than 40% the total volume short term 
Treasury securities. The profit advances enables the bank 
offer interest rate for marginal time deposits slightly 
higher than the fixed for Treasury Notes. far 
higher interest rate succeeds inducing non-bank holders 
Treasury Notes convert such investments into time deposits 
with banks, the latter can the same time enlarge their cover 
and extend more advances, whilst complying with restriction 
regulations. 

(15) Report for the year 1950, the Netherlands Bank, 
82. 

course, the long run, simple and definite cover ratios 
for banks the same category would preferable, but the 
emergency required that all banks should feel the restriction 
more less immediately; therefore the restriction was based 
each situation 1949. the other hand, the new 
measures may considered transitional regulations. 
soon the draft bill which now being prepared, for the 
further regulation the credit system, has become law, they 
will given more durable character, whereby the experiences 


Cooperative agricultural banks. 


These banks, established the Raiffeisen- 
system, are federated two groups, each with 
central bank, with which the member banks 
deposit their uninvested funds. The same regul- 
ations those for commercial banks hold good 
for these central banks with the exception that 
they are exempted from the minimum require- 
ment cover. That is, presumably, 
because substantial part their assets invest- 
government bonds and fixed term loans 
public authorities and the larger part their 
credit-balances are savings deposits. 

The member banks both groups (the 
more than 1300 local cooperative agricultural 
banks) are subject quite simple regulations. 
Their debit-accounts may exceed those 
September 30th 1950, 5%, the credit- 
balances their books have risen since that 
date, their debit-accounts may rise 1/3 
that increase. their actual accounts are higher 
(which will generally mean that they have made 
more advances), they must borrow the amount 
the excess from the Netherlands 
through the intermediary the central bank 
their system. 


Developments since the introduction the 
new measures and present prospects. 


already mentioned, the new measures 
made credit dearer, but not scarcer, banks 
could borrow the necessary funds from the 
Netherlands Bank, ample cover being available 
collateral. The increase interest charges 
from about about percent did not 
much deter the customers’ demand for credit; 
and indeed interest charges not matter much 
profitable deal since taxes profits ab- 
sorb half the net returns the businessman. 

The still increasing demand for credit 
during period rising prices and stockpiling 
—was easily met bankers, the figures 
Table III show. 

can seen, there not much difference 
between the slightly rising tendency before and 
after the new regulations. 


gained during the operation the present regulations will 
taken into account (Report the Netherlands Bank, 
83). 
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Taste 


EXTRACT FIGURES THE BIG FIVE 
COMMERCIAL BANKS 


(in millions guilders) 


oa 
! 


Treasury 
Depositors 
1949 December 31st 3,544 
1950 June 706 2,644 
1950 December 798 2,322 
April 2,252 3,226 


Local public authorities however were hit 
hard. For one thing, bankers had raise their 
interest charges them previously near the 
discount rate percent percent and 
over, and even then were reluctant renew 
such advances, Local public authorities again 
tried cover their financial needs the 
capital market, but without any success they 
were tied the interest policy the Treasury 
which did not allow borrowing more than 
percent, although market rates were ap- 
proaching percent. consequence the Tre- 
asury was obliged extend further advances 
local authorities. 

But the restriction policy announced had 
very important indirect results also the 
capital market. 

this connection should remembered 
that the restrictions under consideration are 
limited the banking sphere. The increase 
bank rates made long term loans 
titutional investors relatively more attractive 
business. Moreover many business firms, fore- 
seeing gradual tightening bank credit, 
hurried obtain long term advances from in- 
stitutional investors and mortgage banks. ‘The 
pressure the demand for credit was therefore 
shifted the capital market. 

This process which the institutional in- 
vestors took over part the credit business 
the banking system was already the main 
structural development the financial system 
before restrictions were introduced. some 
extent long term loans fill the needs ever 
expanding industry better than short term bank 
loans. The institutional investors are gradually 
learning the tricks financing business, and 
there nothing prevent them from passing 


from long-term variable loans, akin cur- 
rent account advances, the holding bills and 
perhaps short term promissory notes (16). There 
wide field which banks and institutional 
investors can compete, and which the com- 
petition between bank rates and capital market 
rates decides which institutions will applied 
for advances. 

fact, the institutional investors were those 
who experienced the highest increased demand 
for credit, even before and especially after res- 
trictions. order meet this demand 
had reduce their holdings Treasury 
securities, and these could not absorbed 
the banking system. So, roundabout way, 
the credit demands business were met by, 
and the pressure was passed to, the Treasury. 

Especially the second quarter 1951 the 
institutional investors ran out funds available 
for investment. Consequently, small Treasury 
funding operation percent interest 
the spring 1951 failed, and interest rates 
the capital market rose percent for gilt- 
edged. 

The Treasury did not repeat its funding ef- 
fort higher rate interest, and consequen- 
tly had borrow from the Netherlands Bank. 
The circle now complete; the end, the 
pressure placed the banking system reacts 
the Netherlands Bank itself. 

One the aspects the restriction scheme 
that appears like attempt create 
dual money market: privileged and cheap 
one for the Treasury and hampered and dear 
one for business. But may say that dual- 
interest policy, low interest for the Treasury 
and high interest for business, incompatible 
with stringent credit restriction, there are too 
many connections between the money and the 
capital market. Unless, indeed, the capital 
market too were subjected appropriate 
regulations. 

any case, our opinion, the most valu- 
able result credit restriction that has 
curbed investment durable goods. present 


(16) Life-insurance companies are subject other con- 
trols than the supervision the Chamber Insurance, which 
looks after the protection the interests policy holders. 
objections would raised against ways investment that are 
commercially sound, even they are not orthodox. 
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there are especially the house building program 
and public utilities that suffer from the short- 
age money. 


The new system credit control could 
fail arouse keen reactions banking circles. 

has been noted that credit restrictions 
sumer credit, stock exchange credit) and long 
term credit (housing finance, credit 
and equipment loars). countries where the 
banking system supplies these kinds advan- 
ces, restriction bank credit may advis- 
able. Whereas the Netherlands, where the 
banking system confines rigorously 
suplying working capital firms, restrictions 
should not directed the banks, but the 
long term lenders. 

course every central bank should watch, 
influence, and some cases control the creation 
bank-credit. But the part bank advances are 
playing the total credit mechanism should 
not overrated; its importance declining 
industrialized countries. Self-liquidating 
commodity credit suitable object for general 
deposit banks, but recent years semi-per- 
manent industrial loans supplied institutional 
investors are becoming much more important. 
The Netherlands Reconstruction Bank, semi- 
official institution for development loans, est- 
imated that 1950 bank advances industry 
160 million guilders whilst loans 
from Government and various institutional in- 
vestors industry increased 361 million 
guilders. These two figures demonstrate the 
relative importance term credit and 
longer term credit for business expenditure. 
There fundamental contradiction the 
policy the Netherlands Bank, restricting bank 
credit for monetary reasons, and the Govern- 
ment, longer term advances 
promote industrial expansion. 

consequence the low interest policy 
the Government, the banks the Nether- 
lands were holding large amourts Treasury 
paper. The recent cover regulations are more 


less freezing these holdings cover ratios 
for the biggest and soundest banks. 
Such percentages nearly sterilise the banking 
system and degrade its main function that 
gathering money for the Treasury, whilst 
any credit expansion mainly financed with 
loans from the Netherlands Bank. 

Moreover the bankers feel they have not 
much the volume bank credit 
available for working capital, owing the ex- 
panding activity institutional investors the 
field industrial advances; and they very much 
dislike being singled out the for 
restrictions and cover-regulations, whilst 
institutional investors remain entirely free 
stimulate real investments through their uncon- 
trolled loan-policy (17). 

much for the objections that might 
raised against any system restriction bank 
credit Holland. There are 
objections against the system adopted present. 
Its standards are not keeping with those 
sound bank policy. All kinds assets and 
liabilities varying degrees liquidity are 
lumped together, and ordinary principles 
liquidity are neglected; also the overriding 
consideration risk, and the relation between 
total credit engagements and bank’s capital 
and reserves. One should not however expect 
perfection scheme devised short notice 
and primarily intended give immediate 
results. doubt will gradually improved 
experience obtained. 


Incidentally, this might promote new forms co- 
operation for credit operations and affect the technique 
financing. Indeed, recent years the method financing 
business through bankers’ acceptances discounted with non- 
banking firms was seldom used, current account advances 
from banks were ample supply. bank advances become 
scarcer the advantages the bill exchange instrument 
business finance become more apparent, because they find 
wide market outside the banking world. Therefore, case 
further increase the demand for credit, probably part 
that demand wil! satisfied the creation bills, accepted 
bankers acceptance houses, and their sale institutional 
investors and business firms with liquid reserves. buying 
bills implicates either selling Treasury securities reducing 
bank balances, the monetary consequences this move would 
about the same the finance has been provided 
extension bank advances. 


The Sterling Area 


DAVID WIGHTMAN 


Part WORLD WAR REGULATIONS AND CONVERTIBILITY CRISIS 


The Sterling Area During World War II. 


The outbreak war immediately set the 
British Government formidable problem 
mobilising all available external finance pay 
for vitally needed imports the face 
diminishing power export. Before 
America entered the war, the United King- 
dom’s capacity wage war the scale 
sary ensure victory was dangerously con- 
stricted the limits imposed upon her capacity 
pay for overseas supplies (1). tackle the 
problem involved, the first place, the impo- 
sition exchange control and six months 
before the outbreak war the Treasury had 
already prepared the following draft regula- 
tions, put into immediate operation the 
outbreak 

regulation making dealings goid 
and foreign exchange monopoly the Tre- 
asury and its authorised agents and giving 
power the Treasury limit sales current 
requirements. 


regulation requiring that all gold and 
all holdings designated foreign currencies 
offered for sale the Treasury. 


regulation prohibiting all payments 
residents outside the United Kingdom except 
with Treasury permission. 


regulation empowering the Treasury 
exercise control over all securities marke- 
table abroad and call for their registration 
with view their ultimate acquisition the 
Treasury. 


nomy, 118. The following brief description the war-time 
changes the sterling area relies heavily this source. 


These regulations came into force under the 
Defence (Finance) Regulations 3rd Septem- 
ber 1939, and them the sterling area acquired 
its war-time The Treasury was em- 
powered grant exemption from the prohibi- 
tion against making payment residents out- 
side the United Kingdom, respect those 
countries who held their principal monetary 
reserves sterling London and imposed ex- 
change controls similar the United Kingdom. 
The granting this important exemption meant 
giving statutory definition what were fact 
sterling area countries (2). one stage the 
war the sterling area became co-terminous with 
all those fighting the side the allied 
countries. They remained free from exchange 
control their dealings with one another, but 
maintained united front their exter- 
nal transactions (3). Each member the ster- 
ling area was left operate its own exchange 


(2) The first series Statutory Rules and Orders 
define the sterling area was dated July 17th 1940 and included 
the United Kingdom and Isle Man, all the Dominions, 
Colonies, dependencies and mandated territories, Egypt and the 
Anglo-Egyptian Sudan and Iraq. The changing fortunes 
war brought about variations the composition the area. 
1941 its boundary was extended the Belgian Congo, 
various Free French colonies, Iceland, Faroe Islands, Syria 
and Lebanon and, later, Madagascar. Most these territories 
were removed from the area when relations were once more 
established between them and the governments France and 
Belgium with the liberation the other hand, parts 
the British Empire which were occupied, such Malaya, 
Burma and Hong Kong, though remaining technically within 
the sterling area, were for all practical purposes outside it. 

(3) should noted that the exchange control New 
Zealand, imposed early 1938, both sterling and 
non-sterling area countries, did that Australia from 
August 1939. Likewise, the import licesing restrictions these 
two countries were applied both sterling and non-sterling 
area countries. 
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control the broad objective being the necessity 
for the greatest economy hard currencies and 
gold. this end, exchange control was im- 
posed restrict capital movements, while con- 
trol over commercial transactions was achieved 
import licensing. Once import licence 
had been granted the necessary foreign ex- 
change was automatically forthcoming. ac- 
tual fact, the war progressed, the most 
effective control over imports into the sterling 
area proved be, not its holdings foreign 
exchange its import licensing policy, but the 
raw materials allocation schemes and the ship- 
ping pooling arrangements operated the 
allies. 

part the same united front, the ster- 
ling area countries agreed pool their earnings 
held the Exchange Equalisation Account 
London. exchange for their hard currency 
earnings, member countries were given sterling 
which was credited them London. They 
all had the right, however, draw the 
pool and though the British financial autho- 
rities might give advice warning, each mem- 
ber country was expected use its own dis- 
creation and sense responsibility granting 
import licenses. 

addition the pooling hard curren- 
cies, the financing British imports was much 
facilitated the fact that all member coun- 
tries were willing supply goods and ser- 
vices the United Kingdom against deferred 
payment the form sterling balances; even 
Canada and Newfoundland, both outside the 
area, were willing accept deferred payment 
the common cause war. addition 
these arrangements, number payments 
agreements, notably with Argentina, were con- 
cluded which Britain could import against 
deferred payment. this way, this country 
was able tap the vast resources the ster- 
ling area itself, well some countries out- 
side it, which would not have been possible 
immediate payment had been 

The sterling area arrangements had thus 
facilitated impressive task war finance. 
The habit leaving their external reserves 
London made easy for many sterling area 
countries extend credit Great Britain 
scale which might not have been possible 


had been determined negotiated loans 
specific amounts. The enormous growth 
sterling liabilities London suggests however 
that this mechanism also had its disadvantages 
for Great Britain. The elasticity the ma- 
chine had made all too easy for Britain 
shoulder new international debts which, had 
not been for the accomodating nature the 
mechanism, might never have been allowed 
appear debts all (4). the task financ- 
ing goods and services from sterling area sources 
proved easy enough, the problem financing 
dollar imports became difficult the point 
breakdown. All suitable 
were sold replenish rapidly dwindling 
reserve gold and dollars London, but 
April 1941 these reserves were down 
million. March 1941, however, the 
United States Lend Lease Act was passed and 
then became certain that whatever obstacles 
there were the way successful prosecu- 
tion the war, dollar shortage was not 
one them. 

With the growth Lend Lease there went 
marked decline the importance the 
sterling area mechanism for pooling hard cur- 
rencies. But like the easy way which ster- 
ling area countries extended credit Great 
Britain, Lend Lease had price that the future 
had face and pay. the strength Lend 
Lease the British export trade was sacrificed. 
lend lease aid was used production 
for export, while American Congressmen vie- 
wed with suspicion any increase British 
exports which would compete with American 
export industries the same time this 
country was receiving assistance. Moreover, 
their disfavour was extended any growth 
the central reserves gold and dollars, which 
they felt would the expense the 
American taxpayer. was useless for the 
British financial authorities point out that, 
though the central gold and dollar reserves 
were being kept down, the sterling liabilities 
Great Britain were growing great pace, 
for the United States this was matter for 
India, the Dominions and non-belligerant coun- 
tries. result, resources for victory were 
mobilised, but the expense casting away 


(4) Paut The Sterling Area, British Commonwealth 
Affairs Pamphlets, No. Longmans 
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the resources necessary for the country’s live- 
lihood when that victory was achieved. 

The war-time mobilisation the financial 
resources the sterling area brought into being 
the «dollar also brought into exis- 
tence one Great Britain’s most intractable 
post-war problem, the enormous growth the 
sterling balances held London. The forego- 
ing account the external financing Britain’s 
war effort has already indicated the reasons 
why these balances grew great pace. 
the first place, the dollar receipts from Indian 
jute and tea, from the cocoa West Africa 
and from United States expenditure Egypt, 
India and Australia were paid into the central 
reserve exchange for sterling. Secondly, 
Britain imported food and raw materials from 
sterling area countries terms deferred 
payment and swelled the sterling balances 
London. But the most important single 
factor the war-time growth the sterling 
balances London was the enormous military 
expenditure Britain India and the Middle 
East. The sterling liabilities Britain ster- 
ling area countries the end the war stood 
2,723 million which 1,732 million 
represented Britain’s military expenditure 
defending India, Burma, Egypt and the Middle 
East. The broad picture the end the war 
indicated the following table. 


EXTERNAL LIABILITIES THE UNITED KINGDOM: 
AREAS millions) (5) 


| 


Dec. Dec. Dec. Dec. Dec. 


Sterling Area: 


India, Burma Middle 
Other Sterling Area 


(5) Source: Statistical Material presented during the Washin- 
gton Negotiations, Dec. 1945, Cmd. 6707. 

important note that precise figures the total 
amount and distribution sterling balances are very difficult 


The figures some cases understate the im- 
provement the creditor positions member 
countries. South Africa and India, for exam- 
ple, undertook substantial 
debt repatriation. the case India, she 
repaid six years the borrowing sixty years 
and emerged from the war creditor nation (6). 
Great Britain thus emerged from the war with 
her external liabilities swollen from 556 mil- 
lion 31st Dec. 1939 3,355 million 
June 1945, about three quarters the 
latter figure being owed countries within the 
sterling area. The total amount British ex- 
ternal disinvestment the end the war was 
over 4,000 million; her exports were down 
two thirds volume over 1938 and the 
gold and dollar reserves had been halved 
the same period. was such position 
economic weakness that Britain had bear 
these enormous debts (7). 

many people this country, this bur- 
den seemed poor reward for the great efforts 
Britain had made the Allied cause; have 
owe much for example Egypt and India 
after defending these two countries seemed 
quite wrong. Apart from such moral issues, 
critics this country pointed out that the 
Egyptian and Indian balances had been artifi- 
cially swollen rampant inflations, which 
the Egyptians and Indians retorted that was 
British expenditure which caused the inflation 
and brought about serious dislocation their 
economies. The rights and wrongs these 
debts clearly extend beyond the scope eco- 
nomic reasoning into the indefinite world 
moral and political argument, where 


obtain. part this due the lack agreed defini- 
tion what sterling balance is; part, because the govern- 
ment white papers the subject are constantly revising past 
figures. But not the least important reason the attitude 
the Bank England and the Treasury maintaining secrecy 
about these liabilities much the same way banker does 
about his customers’ accounts. The fact that accurate pic- 
ture the sum total these balances, their distribution, the 
extent blocking and releases required for intelligent 
discussion their burden the British economy seems 
less importance. For detailed discussion these and other 
difficulties see SHannon, The Sterling Balances the 
Sterling Area 1939-49, Economic Journal September 1950. 

(6) The Sterling Balances the Sterling 
Area 1939-1949, Economic Journal September 1950, 540. 
See also the Table Appendix this article. 

(7) For clear statistical presentation the effects war 
Britain’s economy see Cmd. 6707 and and 
op. 
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proposed, for purposes this article, leave 
them. 

What clear however that any scaling 
down the burden Great Britain’s sterling 
liabilities could only have done part 
much wider settlement inter-Allied war 
debts. But though the physical resources war 
were shared out, the financial burdens were 
not. Britain was unfortunate have fought 
much areas where assistance from the 
local population had paid for 
dated cheques. The result was that the debts 
the Allies the cessation hostilities 
seemed have been primarily determined 
the wholly arbitrary factor who fought whose 
war, where. Nevertheless, was also obvious 
that such enormous balances were going 
big problem the way return the 
smoothly functioning sterling currency system 
the pre-war years. The Americans were 
much more interested however the fact that 
these balances, together with the sterling area 
dollar pool, presented formidable obstacle 
the way return world non-discri- 
mination and free multilateral payments. They 
had good reasons for taking this view, and, 
when, therefore, British delegation went 
Washington 1945 seek loan enable 
Britain restore equilibrium seriously dis- 
located balance payments position, was 
not surprising that these two leading features 
the post-war sterling area should have 
figured prominently the negotiations. 


The Anglo-American Financial Agreement and 
the Sterling Area. 


The abrupt ending lend lease August 
1945 made negotiations for American financial 
assistance imperative. That the Americans 
would make such assistance this 
country putting into practice some the prin- 
ciples the Bretton Woods Agreement was 
surprising. early 1942 Britain had 
signed agreement with the United States 
which defined the and conside- 
rations accruing America return for lend 
lease. the famous Article VII this Agree- 
ment, both governments pledged themselves 
work for «the elimination all forms 
discriminatory treatment international com- 


merce and the reduction tariffs and other 
barriers (8). was expected therefore 
that the implementation this article would 
form important part any discussion for 
further United States assistance. 

the Washington Loan Negotiations that 
ensued the Americans showed very keen in- 
terest the sterling area balances and dollar 
pool. the first place, they saw these large 
balances, freely spendable within the sterling 
area but not convertible into dollars, power- 
ful factor that might tend divert trade away 
from the United States. They regarded these 
balances some extent representing the same 
kind financial contribution the war effort 
made the holders these balances which, 
the case the United States, had been made 
lend lease and was most generously 
written off. For the same reason, they did 
not want see any part this dollar !oan 
Britain being used pay the sterling area 
creditors. 

The American negotiators also had deep 
suspicion the sterling area dollar and 
worked for its dissolution. took some timc 
convince them that the mechanism the 
dollar pool affected the distribution dollar 
expenditure sterling area countries, and 
hence the demand for particular categories 
American exports, but that country after 
the war desired hoard dollars, its dissolution 
could not lead increase the aggregate 
amount dollars spent. 

The Americans however had other reasons 
for disliking the dollar pool, for expenditure 
from did not seem them determined 
free market principles, while, with its sug- 
gestion centrally operated mechanism 
was felt that its operation might work the 
injury weaker members the sterling area. 
short, the popular American view the 
sterling area pictured consciously created 
and centrally controlled monetary bloc the 
hands the financial authorities 
who used offensive weapon trade 
discrimination. 

return therefore for loan 3,750 
million, Britain had assume heavy obligations 


(8) Agreement the Principles applying Mutual Aid. 
Cmd. 6341, 1942. 
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respect the future use sterling cur- 
rency and the sterling area currency 
system. The most provisions are sct 
out articles the Financial Agree- 


ment (9). 


provided that sterling earned 
current transactions should freely converti- 
ble without discrimination, within one year 
the agreement becoming effective. 

This meant that the sterling area dollar pool 
should dissolved. 


Articles and Britain agreed ob- 
serve the principle non-discrimination her 
overseas trade and payments. This did net 
apply capital transactions. 


Article laid down broad principles 
that were applied the future treatment 
accumulated sterling balances: 


settlements with the sterling area 
countries will the basis dividing these 
accumulated balances into three categories: 

(a) balances released once and 
convertible into any currency for current 
actions; 

(b) balances similarly released 
instalments over period years beginning 
1951; and 

(c) balances adjusted contribu- 
tion the settlement war and post-war in- 
debtedness and recognition the benefits 
which the countries concerned might ex- 
pected gain from such settlement 


All sterling releases were made freely 
convertible, with sterling earned current 
transactions, not later than one year after the 
agreement had become effective. addition 
these main provisions affecting the sterling 
area, Britain agreed not use any the loan 
pay off her other debts and not arrange 
any loan from the countries the British Com- 
monwealth more favourable terms than the 
American Loan (10). 

spite very serious balance trade 
position, Britain had agreed return for 


(9) Cmd. 6708. 
Britain due begin repaying the principal and 
interest the loan the end this year and thus 
note that waiver interest will allowed 
unless, amongst other conditions, there 
reduction the releases payments sterling balances. 


American loan, put into practice within one 
year its becoming effective, the twin ideals 
convertibility and non-discrimination. All 
other signatories the Bretton Woods Agree- 
ment were have breathing space least 
five years. the July 1947 one year 
after the Loan Agreement had been ratified 
the United States, the sterling area was ef- 
fect drop its war-time trappings and revert 
the pre-war system. Nctwith.tanding the 
enormous economic losses Britain sustained 
the war, and the grievous damage inflicted 
her was expected that sterling 
should and could return its pre-war status 
international currency and London revert 
centre. The pursuit the twin ideals, the 
Americans believed, would restore Great 
Britain her former financial and commercial 
supremacy (11). The Loan Agreement was not 
without its critics this country. Some eco- 
nomists pointed out that international economic 
equilibrium was condition convertibility 
and non-discrimination and not the other way 
round; among the Labour politicians were those 
who believed that Britain had away her 
ability maintain full employment, while 
many Conservatives feared for the safety im- 
perial preference (12). Many persons felt the 
bargain very hard one and were ag- 
grieved the seeming the Ame- 
rican negotiators towards self-sacrificing 
war-time ally (13). Spokesmen for the British 
Government pointed however the lack 
alternative course action save, the absence 
the Loan, great economic misery for this 
country; they believed the price had and 
could paid. With this confidence British 


(11) After particular doctrinaire session these twin 
ideals, Lord Keynes alleged have remarked: There was 
stage the negotiations when was convinced that the May- 
flower must have come this country filled with lawyers; but 
this afternoon back the earlier theory; she was filled 
with theologians 

(12) Under the regime import restrictions imperial pre- 
ference naturally became less significance the sterling area. 

(13) The Economist for example 15th December 
declared with some warmth that for the Americans 
say what pleasure they take bargaining victory won over 
their friends such price... Beggars cannot choosers. 
But they can, long tradition, put curse the ambitions 
the rich For some interesting sidelights the negotia- 
tions see Harrop, The Life John Maynard Keynes, 
MacMillan, particularly Chapter IV. 
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officials began tackle the complicated task 
preparing the way for convertibility the 


July 1947. 


Preparations for Convertibility. 


the year following the ratification the 
Loan Agreement the United States the 
British Government was involved whole 
series negotiations try and reconcile the 
with the existence large sterling balances 
London. The conditions the Loan Agree- 
ment involved, the first place, action 
segregate current earnings sterling from the 
accumulated balances and secondly, agreement 
the extent immobilisation these balan- 
ces and the amount sterling that could safely 
released from them any one year. The 
first task was technical problem for the Bank 
England; the second, was much political 
economic problem. The distribution 
these balances after the war meant that the 
most difficult negotiations would have 
concluded with Egypt, India and 

Article (i) (c) the Loan Agreement 
had envisaged some scaling down these 
enormous sterling liabilities for the sterling 
area countries. The Americans took the very 
reasonable attitude that their generosity can- 
celling the bulk Britains lend lease indeb- 
tedness should matched some equivalent 
gesture behalf the holders sterling 
balances. But, apart from the serious political 
difficulties the way any scaling down 
Britain’s debt such economically underde- 
veloped countries Egypt and India, the very 
conditions the Loan Agreement itself made 
any such cancellation extremely difficult. Con- 
vertibility sterling July 1947 was 
obligation assumed Britain under the Agree- 
ment; but the scaling down and release 
balances were matters for settlement between 
Britain and her creditors and the latter were 


not signatories the Agreement. 


became clear that generalising the obligation 
make sterling freely convertible 1947 the 
Agreement had removed one Britain’s best 
bargaining weapons and made any scaling down 
the balances pretty well impossible. More- 
over, the knowledge that the principles non- 


discrimination and convertibility were 
applied sterling, far from diminishing, actu- 
ally increased the pressure creditors for 
large releases from their balances. not 
very surprising therefore that apart from gifts 
million and million from Austra- 
lia and New Zealand respectively, case 
December 1947 was possible induce 
sterling area countries scale down their large 
balances. Furthermore, some indication the 
success Britain’s sterling area creditors 
for releases given the following 
table. 


Total Releases 
Balances (Lst. millions) 
India (In August 1947, 
Reserve Bank holdings. 
Iraq (In August 1947, 
Holdings the Finan- 
cial Authorities. Repor- 
Egypt (At end June 
1947, Holdings the 
Authorities. Figures 
1,576 


Denotes the annual rate release for 1947. 
The plus sign indicates quantity excess figure 
quoted. 


From the above table can calculated 
that the total actual releases, available during 
convertibility, that from 15th July until 2oth 
August 1947 was 112 million out total 
holdings these three countries 1,576 
millions. But the ordinary releases the pres- 
umed annual rate amounted million 
which compares strangely with the figure 
millions which the Loan Agreement 
tentatively thought supportable average 
annual rate release. Yet the above figures 
relate only three sterling area countries 
whose total sterling holdings amounted 
only 43% all sterling balances 


June 1947 (14). 


(14) indebted Mr. Bennathan this University for 
the calculations made the above Table and for the Table 
Appendix this article. 

Article the Loan Agreement prevented discrimination 


The Steriing Area 


That some degree convertibility ster- 
ling was necessary after the war illustrated 
the case Argentina. During the war 
shipping and import controls and the pressure 
economic warfare had compelled many coun- 
tries hold sterling irrespective its defects 
qualities. With the end the war this 
power compulsion had gone, particularly 
with countries like Argentina, which were 
very strong trade bargaining position. Ar- 
gentina had 130 million owing her 
1946 and was the largest single holder 
balances outside the sterling area. Her strong 
bargaining position reflected clause 
the Anglo-Argentine Agreement September 
1946 which allowed Argentina full conver- 
tibility all current earnings sterling 
Some countries would therefore have con- 
ceded convertibility Britain was able 
import certain vital supplies raw materials 
and foodstuffs. But the important point about 
limited convertibility was that would have 
preserved important bargaining weapon for 
Britain the formidable task settling her 
sterling liabilities and restoring her world trad- 
ing position. This advantage the Loan Agree- 
ment removed. 

Agreements were therefore concluded with 
India, Egypt and Iraq which released certain 
amounts from the sterling balances meet cur- 
rent expenditure and fixed the terms which 


the payment the sterling balances. interesting 
note that, since was unlikely that such large debts could 
paid for dollars convertible pounds, but could possibly 
paid arranging special deliveries capital equipment from 
the United Kingdom over long period time, this particular 
condition amounted, important sense, prohibition 
payment the sterling balances. addition, depending 
its interpretation, the doctrine non-discrimination could also 
prevent Britain concluding long term bulk purchase agreements 
for her food imports. 

(15) Another clause the Agreement permitted Argentina 
meet any deficit with the sterling area out such parts 
her balances which were blocked that agreement and called 
forth strong protest from the United States the ground 
that this constituted discriminatory use the sterling balances 
and therefore violated Article the Anglo-American Finan- 
cial Agreement. This protest reflected the tenacity with which 
America clung the dogma non-discrimination, especially 
for some years, the possibility the Argentine ever having 
deficit with the sterling area was very remote. hap- 
pened that the sale British investments Argentine railways 
for 150 million February 1947 exceeded the value 
Argentina’s sterling balances and nullified the clause that 
much offense the Americans. 
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the immobilised balances were maintained. 
the case Egypt and Iraq doubts about the 
efficiency their exchange and import licen- 
sing control had compelled Britain after the 
war give them specific allocation hard 
currency out the central reserve. During the 
war, the allocation supplies the Middle 
East Supply Centre and the allied shipping 
had proved effective check their imports. 
With the abandonment these checks, rhe 
cessation hostilities, control over imports 
became the full responsibility the Iraq and 
Egyptian Governments. June 1947 Egypt 
left the sterling area and, according the 
economic press the time, this was purely 
voluntary withdrawal (16). 

But the most prominent changes initiated 
the British financial authorities 
ration for convertibility were not with members 
the sterling area, but with countries with 
whom the area had important trading con- 
nexions. These countries 
ling assets and used sterling partial settlement 
their own international payments. became 
part the policy the British exchange con- 
trol authorities extend the multilateral 
sterling among these countries and, accor- 
dingly, the Transferable account system was 


established February 1947 (17). 


(16) difficult see how reading the Chancellor 
the Exchequer’s statement the matter can bear this inter- 
pretation. reply question the House Commons 
Dr. Dalton said: The simple point that within the Sterling 
Area there exchange control. have reached the view 
and the Egyptian Government have accepted and agreed with 
it, that there must exchange control future between 
this country and Egypt, particularly respect these sterling 
balances. There way which this can brought 
about long Egypt remains the Sterling Area. There- 
fore, the purpose which lead agreement 
which have obtained her leaving the Sterling Area 
was enable exchange control, which hold absolutely 
indispensable this case, (House Commons 
Official Reports, 5th Series. Vol. 439). This statement makes 
clear that the initiative for Egypt leaving the sterling area 
came from Britain, because the laxity Egyptian exchange 
control. There was also some suspicion that Egypt was making 
barter agreements whereby hard currency imports were increased 
witholding the receipt from exports which, had they been 
canalised through banking channels, would have accrued the 
sterling area dollar pool. 

should also noted that just before the end 
mandatory period, Palestine was excluded from the sterling 
area. was clearly impossible for her remain within 
while the Palestine war continued. 

(17) was pointed out the time that extension the 
sterling was essential the recovery 
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Though the Transferable Account countries 
lie outside the sterling area, any discussion 
the convertibility crisis the future ster- 
ling international currency, must take 
note the leading features this system. 
After February 1947 sterling earned current 
transactions these countries could trans- 
ferred automatically, and without prior san- 
ction from the British financial authorities, 
any other country the Transferable Account 
system could used for transactions with 
countries belonging the American Account 
system (18). Any earning the 
American Account countries current trans- 
actions was automatically convertible into dol- 
lars, could used for settlemert with coun- 
tries the Sterling Area the Transferable 
Accounts system. The formal introduction 
the latter system meant, therefore, that not 
only was there great extension the 
lateral use sterling, but that through trans- 
actions with the American Account countries 
sterling became convertible before July 1947, 
when full convertibility was due restored 
under the terms the Loan Agreement. Mem- 
bership the Transferable system 
presupposed that country was willing ac- 
cept sterling from countries outside the sterling 
area and control its capital movements 
prevent drawings sterling balances for 
other than current transactions. The pro- 
vision was important the financial mana- 
gement the sterling area view the real 


the international banking business and the life the city 
London. The bill London and the sterling acceptance 
credit would have died natural death regime strictly 
bilateral monetary agreements and inconvertible sterling The 
Economist July 1947, 118. 

This concern with the prestige sterling and the City 
London apart from awakening memories Britain’s return 
the international gold standard 1925, affords perhaps clue 
the optimism with which the British financial authorities set 
about preparing for convertibility. 

(18) The following are members the American Account 


system 

Bolivia Honduras 

Columbia Mexico 

Costa Rica Nicaragua 

Cuba Panama 

Dominican Republic Philippine Islands 

Ecuador Salvador 

Guatemala U.S.A. and its Dependencies 
Haiti Venezuela 


This system dates from the war years and was thus not 
innovation like the Transferable Account system. 
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danger capital leak through the Transfe- 
rable Account system. 

July 15th 1947 the facilities the Trans- 
ferable Account system were available eigh- 
teen countries and monetary areas (19). Con- 
vertibility arrangements with number other 
countries could not concluded time and 
had postpored; was decided however 
that Britain could use its own discretion 
permit transferability and from these coun- 
tries (20). 

result these preparations for conver- 
tibility the British Government had built 
system which was, effect, the basis for 
substantial extension the area within which 
sterling could used make multilateral 
payments. was rot expected that there would 
any serious drain the central reserves 
gold and dollars when full convertibility came 
into operation. The British Government had 
the right under Article (ii) the 
Agreement ask for postponement the 
convertibility any sterling balances released 
otherwise available for current payments 
the Americans ever made offer post- 
was refused the British Govern- 
ment. Not even severe fuel crisis with the 
consequent industrial dislocation could daunt 
the optimism the British financial 
July 1947, four days after full 
convertibility had been effected The Econo- 
mist could write that «it unlikely that 
there will any resultant pressure the 
British gold and dollar reserves the future 
this note optimism, sterling was 
have recovered the prestige that goes with 
full convertibility, the sterling area took 
much more its pre-war character and the 
City London looked forward regaining 
its former international status. 


(19) They were follows: Belgian, Netherlands, Portuguese 
and Spanish Monetary Areas. Sweden, Norway, Czechoslova- 
kia, Argentina, Uraguay, Brazil, Finland, Italy, Egypt and the 
Egyptian Sudan, Canada, Newfoundland, Ethiopia and Iran. 

(20) They were the following: Austria, Denmark, Hungary, 
France, Paraguay, Turkey, Bulgaria, China, Greece, Poland, 
Rumania, Siam, U.S.S.R., and Yugoslavia. should noted 
that there were number smaller countries with whom 
special arrangements were made for administrative transfer- 
ability These countries, which included Afghanistan, Alba- 
nia, Korea, Liberia and Nepal, could not fulfil the conditions 
for membership the Transferable Account system and 
control over transfers sterling was exercised directly the 
United Kingdom. 
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The Convertibility Crisis 1947. 


The glories full convertibility lasted just 
over five weeks; the 20th August the Chan- 
cellor the Exchequer was compelled an- 
nounce its suspension (21). the few weeks 
prior August 23rd the average weekly rate 
which the central reserves were running out was 
150 million, while during the last those 
weeks the figure reached 237 million. 
such rapid rate withdrawal the whole 
the American dollar credit would have been 
used the beginning September. The 
cost convertibility proved too great; the 
amount sterling that would made con- 
vertible into dollars had been misjudged, the 
optimism with which the whole operation was 
approached was misplaced. Fundamentally, the 
greatest miscalculation was psychological one; 
was expected that countries would have suf- 
ficient faith sterling continue transact 
much larger proportion their trade the 
currency than proved the case (22). 

the time the negotiations for dollar 
credit, the Americans were determined purge 
sterling all economic heresy; doing 
they made impossible for Britain have 
planned recuperation from the serious 
mic effects the war. The British financial 
authorities, with the traditional bankers’ desire 
meet all his obligations and prove his credit 
worthiness, believed they could withstand this 
shock treatment. the reconstruction the 
British economy after the recent war, much had 
been learnt from the economic experiences 
the nineteen twenties. But remembering the 
desires get back the gold standard after 
World War and restore the prestige 
remembering the great that 
were made make the restored gold standard 
work and the serious cost that such cfforts 
involved, the economic historian, reflecting 
the convertibility episode 1947, may par- 
doned for thinking that what has not been 


(21) interesting note that convertibility into gold 
September 1931 not abandoned but suspended. 

(22) The Economist after the event, pleaded that the 
press the country had been misled the optimism 
the British financial authorities. But was able arrive 
its own views the probable course events the 
basis its own calculations the April 1947 this excuse 
Not very convincing. 


learnt after Word War may just 
significant. 

The rapidity with which the dollars were 
drained away from the central pool suggests that 
there was run sterling. How this came 
about and through what channels uncertain, 
the picture one great confusion. Clearly, 
great amount sterling was unexpectedly 
made convertible (23). But very difficult 
assess the cost convertibility, the sense 
that certain quantities sterling became con- 
vertible which were not convertible before. 
number countries converted their gross rather 
than their net balances sterling arising from 
current transactions, clear indication that they 
did not expect convertibility last. Countries 
were given the right convert sterling into 
dollars for their current transactions only; the 
rapidity with which the dollar pool was drained 
suggests that they converted beyond their cur- 
rent requirements, fact, converted some 
their reserves well. That there was serious 
capital flight from the sterling area also seems 
certain, but its extent can only matter for 
conjecture. The fact was that the rising dollar 
crisis Europe had rapidly become generalised 
and most countries took the opportunity 
convertibility get out sterling into dollars. 
this respect, the sterling area countries must 
bear their full share the responsibility for the 
run sterling (24). 

The crisis called for complete re-negotia- 
tion reconsideration not only the sterling 
area arrangements, but also the whole series 
agreements concluded with the Transferable 
Account system. The right automatic trans- 


(23) The Economist November 1st 1947 calculated 
that out total dollar expenditure sterling area countries, 
including the United Kingdom 3,115 million between July 
15th and August 23rd 1947 the maximum leakage could put 
1,000 million 30% the total dollar expenditure. 
Some part this 30% the total was however planned 
penditure the sterling area countries and was known before- 
hand. Something slightly under 1,000 million constituted 
therefore the amount unexpected convertibility sterling 
area countries. 

(24) Between 1946 and 1947 the balance payments posi- 
tion sterling area countries, excluding the United Kingdom, 
with the dollar area worsened 205 million. Between 1947 
and 1948 improved 170 million. (United Kingdom 
Balance Payment 1946 1950. Cmd. 8201). This gives 
some indication the pressure brought the sterling area 
countries the central resources gold and dollars during 
the crucial year convertibility. 
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fer sterling from this Account into the 
American Account had withdrawn. The 
Transferable Account system had undoubtedly 
provided one the main channels through 
which the central gold and dollar reserves suf- 
fered its largest and most unexpected loss. 
the search for perfection, the negotiators the 
Loan Agreement had thus destroyed what was 
good widening area convertibility. 
Payments sterling among the 
Transferable Account group and between this 
group and the sterling area could however con- 
tinue without any prior permission from the 
British exchange control authorities. The mo- 
netary agreements concluded between Britain 
and these countries stipulated that both coun- 
tries agreed hold certain amount each 
others currencies and any holdings beyond this 
limit could convertible into gold. general 
these countries where ones with whom the 
sterling area had great surplus deficit 
current transactions (25). addition these 
countries, there are number others who can 
use sterling, without the administrative ap- 
proval the British Exchange Control, only 
for payments the sterling area (26). 
There rigid permanent division between 
the transferable and bilateral account countries. 
The object British exchange control policy 


(25) July 1951 they included the following: 


The Anglo-Egyptian Sudan Italy and Italian Somaliland 
Austria Norway 
Chile The Netherlands Monetary 
Czechoslavakia Area 
Denmark (including Green- Poland 
land and the Faroe Islands) Siam 
Egypt The Spanish Monetary Area 
Ethiopia Sweden 
Finland Trieste 
Greece 
Iran 


(26) These are known the bilateral countries and 
consisted July 1951 the following: 


Argentina Peru 
Belgian Monetary Area Portuguese Monetary Area 
Brazil Rumania 
Bulgaria Switzerland 
Canada Syria 
The French Monetary Area Transjordan 
The Western zone Ger- Turkey 

many Uraguay 
Hungary Vatican City 
Japan Yugoslavia 
Paraguay 

The American Account system remained course the same 

after the suspension general 


ensure the maximum multilateral use 
sterling without endangering the central reserve 
gold and dollars. this end, authorisations 
the uses which countries outside the 
sterling area can put their currently earned 
sterling vary according whether sterling 
becoming harder softer for them (27). 
The following Table illustrates the use ster- 
ling trade outside the sterling area. 


USE STERLING TRANSFER FACILITIES 
(Excluding all transfers and from the American Account) 


millions) 


1949 


1948 


Automatic facilities 


Administrative facilities 
Total 


Source: Planning Vol. XVII, No. 331. 


there had extensive re-negotiations 
the uses for which sterling might put 
outside the sterling area, the convertibility 
fiasco showed that there was room for all 
round tightening exchange and 
within the area. The Commonwealth 
Finance Ministers met September 1947 
work out more vigorous economy dollars 
and stop the leaks the periphery the 
area. The strength the chain exchange 
and import control the sterling area 
ded the strength its weakest The 
British Government therefore sent out Treasury 
teams make sure that the controls were 
strong those force the United Kingdom. 
the October 1947 the British Exchange 
Control Act came into operation attempt 
codify the various regulations which the 
power control the sterling exchange was 
vested the Treasury. There was substan- 
tial changes result this act; 
formalised exchange control practice and gave 
permanent shape. But there was impor- 


(27) The general principle which authorisation made 
that the country for which transfer sterling authorised 
not less likely use the sterling make payments the 
sterling area than the country which authorised make the 
transfer Planning The Sterling Area, Vol. XVIII, Nos. 
331 and 332, July 23rd and August 1951, published 
Political and Economic Planning. 
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tant change phrase; what had since 1939 been 
known the «sterling arca» became the 
Scheduled Territories and this change 
phrase the faint tinge financial imperialism 
that clung the term «sterling area» was 
removed (28). 

The sterling area survived intact the attempt 
restore its pre-war character soon after 
the end hostilities. But the cohesion the 


(28) The Scheduled Territories consist the United 
Kingdom; the Dominions; the colonial dependencies, including 
the mandated territories and British Protectorates; Burma; Iraq; 
Transjordan and Iceland. 


area was suffer further strains and may 
best considered part the two major 
problems which were left legacy from 
the war and which, their very nature, must 
considered new features. Though the 
dollar pool merely formalisation the 
habits the sterling exchange standard, never- 
theless, the extensive restrictions the uses 
which sterling may now put, has brought 
new problems and additional strains. Again, 
the sterling balances their very size must 
regarded new feature the area and now 
constitute one its most intractable problems. 


III DOLLAR POOL, STERLING BALANCES AND PRESENT PROSPECTS 


The Sterling Area Dollar Pool. 


The state the central reserves gold and 
dollars vital the management policy the 
sterling area, the convertibility episode and 
later, the devaluation crisis only too clearly 
showed. The economic factors which deter- 
mine the amount gold and dollars these 
reserves, and the mechanism which they are 
distributed, must therefore considered any 
analysis the nature the sterling area. The 
earlier description the external financing 
Britain’s war effort has already indicated some 
the main methods which these reserves 
are built up. 

the first place, the dollar receipts from 
sterling area products are sold return for 
sterling; unless Britain pays for these sales 
dollars the central reserve with her own ex- 
ports, increase dollars the pool will 
matched increase the sterling balan- 
ces held London (29). Moreover, the bulk 


(29) The main dollar-earning products the sterling area 
countries 1949 were textiles, vehicles and spirits from the 
United Kingdom; Australian wool; Indian jute and other manu- 
factures; South African diamonds; Malayan rubber and tin; 
Gold Coast cocoa and West Indian sugar. After the United 
Kingdom the colonies were the main source dollar earning 
products. (Commonwealth Trade 1949, memorandum 
prepared Commonwealth Economic Committee, London, 
1950). far British capital invested the produc- 
tion dollar earning primary products, considerable propor- 
tion the increased dollar earnings flows direct this country 
the form dividends and interest payment and not lead 
increase the sterling balances. 


the dollar earning exports the sterling 
area are primary products, changes the cen- 
tral reserve reflect cyclical changes world 
prices for primary products. The rapid fall 
commodity prices 1949, reflecting short 
American business recession, thus provided one 
the main reasons for the devaluation ster- 
ling September that year. the other 
hand, rise world primary product prices, 
though increasing the value the reserves, 
also results unfavourable terms trade for 
Britain, which imports four fifths her raw 
materials and over half her food (30). would 
appear therefore that the central dollar reser- 
ves have been built the last few years, 
Britain has not only incurred further sterling 
liabilities but suffered deterioration her 
terms trade. Moreover, ironic note 
that, import restrictions are relaxed tigh- 
tened according whether the reserves are 
rising falling, dollar purchases the ster- 
ling area have been more freely permitted when 
world commodity prices have been booming 
and have been restricted when world com- 
modity prices have been falling. 

The second main method which the 
reserves are built purchases gold 


(30) The figures given Appendix show great increase 
the value the reserves 1950 result the Korean 
war and re-armament boom. the first quarter this year, 
the gold and dollar reserves had increased 458 millions, 
but only 109 millions the second quarter. 


and this point, the relation South Africa 
the sterling area needs defined. During 
the war South Africa had agreed sell the 
United Kingdom not less than millions 
gold year, this country undertaking 
return, meet South Africa’s reasonable re- 
quirements foreign currency against payment 
sterling. After 1947, this arrangement was 
replaced agreement whereby South 
Africa made Britain gold loan millions 
repayable three years and became 
responsible for her own dollar earnings. South 
Africa had thus severed her link with the dollar 
pool, but continued enjoy access British 
capital and markets which have been two 
the most important advantages membership 
the sterling area. From Britain’s point 
view, the new relationship had important 
weakness; meant that South Africa could 
draw capital funds from this country cover 
high level British imports and use its 
output newly mined gold offset its own 
dollar deficit, thereby depriving Britain the 
opportunity earning gold its current trans- 
actions with South Africa. The increase 
South Africa’s sterling balances result 
such capital exports, including «capital flight 
from Britain, postponed the day when her 
sterling reserves would exhausted and pay- 
ment for imports would have made 
gold. But early 1950 South Africa announ- 
ced her willingness pay gold for all essen- 
tial imports issued under open license. Britain 
was therefore given opportunity earn gold 
making her exports South Africa com- 
petitive with those all other countries, includ- 
ing the United States (31). 

addition South Africa, European 
Payments Union has the very recent past, 
provided source gold for the 
sterling area central reserves. The existence 
sterling balances held number West 
European countries proved obstacle the 
inclusion the sterling area the European 


(31) was that Britain might receive 25-50% 
the gold output this means, but should 
noted that the definition essential goods could always 
change. these developments see: South 


Africa’s Balance Payments and the Sterling Area, 1939-1950, 
Economic Journal 1950. 


158 Banca Nazionale del Lavoro 


Payments Union scheme (32). The difficulty 
was overcome when the United States 
indemnify Britain against any gold losses 
incurred result the use these sterling 
balances E.P.U. countries. this way, ster- 
ling became freely transferable among members 
the E.P.U. and surpluses and deficits betw- 
een the sterling area the one hand and the 
E.P.U. countries the other have been auto- 
matically compensated under the rules the 
new payments agreement. 

Before the war Britain was able meet its 
import surplus from North America and the 
European continent out the export surplus 
had with the sterling area countries. 
result the war, this multilateral system 
payments broke down much the disadvantage 
this country. The United Kingdom was not 
able benefit from its surpluses with the rest 
the sterling area because thest were largely offset 
capital movements, and reductions 
the sterling balances. Moreover, the pre-war 
surplus the sterling area with the dollar area 
had changed deficit and the rest the 
sterling area therefore became net claimant 
the central reserves (33). The large holdings 
sterling balances together with unrestricted 
movements private capital explain why, 
the years following the war, Britain had the 
paradoxical situation continuing heavy dol- 
lar transfer multilateral settlements, while 
its over-all balance current account had re- 
turned nominal equilibrium (34). These 


(32) the middle 1950 these balances amounted 
about 200 millions and were mostly held Italy, Portugal, 
Sweden and France. 

(33) capital transfers had not been available, imports 
the rest the sterling area would have had held 
level more commensurate with their current export ear- 
nings. This would have meant smaller volume purchases 
from the United Kingdom but also, most probably, from the 
United States. Hence, the net dollar deficit the rest 
the sterling area would have been smaller exports from the 
United Kingdom them had been paid for. See: Gold and 
Dollar Deficit the Sterling Area, Economic Bulletin for 
Europe Vol. No. 1949, prepared Research and 
Planning Division, United Nations, Economic Commission for 
Europe. 

(34) During 1950, both the United Kingdom and the rest 
the sterling area had surpluses with the United States. 
This great change the dollar position the sterling area 
was mainly due merchandise transactions, notably severe 
reduction imports and less spectacular rise exports. 
addition, there was increase the surplus with E.P.U. 
Only part the great increase the central reserves was due 
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capital movements which for many decades 
have constituted important factor binding 
the members the area together had now 
become much more complicated problem for 
Britain. 

According one estimate, the overseas 
sterling area had net deficit 752 millions 
current account with all countries between 
January 1947 and January 1950; this was finan- 
capital from Britain and 120 millions 
net drawings the sterling balances (35). 
Furthermore, the same source has calculated 
that 350 millions the 632 millions 
capital outflow was due capital flight, par- 
ticularly Australia and South Africa. Such 
flow hot money directly increases the sterling 
balances the receiving country. 

That there had been serious flights capital 
from Great Britain suggested the rapidity 
with which the dollars drained away the 
time convertibility, while, the time 
devaluation serious capital flight probably tur- 
ned bad economic situation into financial 
crisis. serious reflection the British 
financial authorities that such laxity the 
country’s exchange control should have been 
permitted, especially, part this capital 
flight led dollar leak, result loopho- 
les the regulations some members the 
sterling area. would appear that this relax- 
ation exchange controls the British finan- 
cial authorities was motivated once again 
consideration prestige (36). The foregoing 
discussion has indicated the main factors in- 
fluencing the value the sterling area gold 
and dollar reserves. now remains consider 
the method which these central reserves are 
allocated made available member countries. 


changes balance payments position, and that, 
reduction imports, which was reflected decline 
stocks. The main increase the dollar and gold reserves 
was due the rest the sterling area and was made against 
increase the sterling balances which now stand higher 
than any time since the war (Appendix 

(35) The Banker January, 1951, page 21. 

(36) Batocu, The Dollar Crisis, 117 and 118. The 
economic press seems uncertain about the desirability capital 
exports from the United Kingdom especially view 
fact that the exchange controls India, Pakistan, Australia, 
New Zealand and South Africa apply both sterling :nd 
sterling area countries. 


The method operation the dollar pool 
made public the British authorities, 
stresses the point that each member country has 
the right draw the central reserves for its 
own dollar requirements, but expected 
exercise sense responsibility issuing im- 
port licenses, not lead wholesale 
drain dollars (37). 

This account the operation the dollar 
pool implies that there allocation dol- 
lars from the centre and the role Britain 
confined giving advice warning the 
rest the sterling area. But there much that 
this view leaves unexplained, and because 
the great secrecy surrounding the financial ma- 
nagement the sterling area, one can only 
guess the true nature the dollar pool 
mechanism. 

What certain that there must some 
method which each member country made 
aware the current state the reserves and 
the rate drawing those reserves each 
other member country. Without such infor- 
mation difficult see how any member 
country could expected exercise sense 
responsibility issuing import licenses; 


‘while preserve fairness the dis- 


tribution the total dollar expenditure the 
area, each member country must aware, and 
presumably approve, the dollar import pro- 
gramme every other member. How other- 
wise would India, for example, sure that 
relation Australia, she was getting fair 
share the dollars available for distribution? 
What here suggested that not only there 
dissemination information these matters 
from the centre country, but that broad co- 
ordination dollar import programmes takes 
place London. short, the broad lines 
dollar investment the sterling area are deter- 


(37) should noted that there has never been com- 
plete pooling all the gold and dollars the members 
the sterling area. South Africa has maintained substantial 
reserve gold, while Australia until convertibility had 
begun build its own gold reserves withholding part 
its current gold production. 1944, India was allowed 
separately held reserve, while 1945, result agree- 
ment between the Palestine Government and the Jewish Agency, 
gift dollars remitted direct Palestine from the United 
States could used for the purchase raw materials and 
capital equipment build the National Home. 


160 Banca Nazionale del Lavoro 


mined London and then import licenses are 
issued the amount dollar expenditure 
agreed upon for each country. drawings 
the dollar pool are fact determined some 
such method this, abundantly clear why 
close secrecy maintained the subject, for 
might politically impossible maintain 
the pooling gold and dollar reserves 
became widely known Australia, for exam- 
ple, that their dollar investment programme 
was being largely determined London. 
maintaining secrecy about the operation the 
dollar pool, taken out the 
arena political debate. But the adminis- 
trative machinery which this 
ordination dollar expenditure achieved, 
remains considered and here again great 
deal speculation has done. 

There are, first all, periodic meetings 
the Finance Ministers the Commonwealth, 
though these consultations have tended 
depend the emergence crisis (38). Such 
meetings not therefore provide the necessary 
mechanism for regular interchange views 
and information and for the discussion 
policy. Moreover, unless such meetings were 
become mere fact-finding body, they would 
need the services secretariat provide the 
information needed for policy making. Such 
secretariat exists the form Sterling 
Area Statistical Committee set the 
Treasury 1947, upon which representatives 
ali the Dominions and Eire sit. Its function 
its members about balances payments, the 
gold and dollar reserves and on. But the 
real discussions arrive broad agreement 
dollar import policies, would appear 
taken the Commonwealth Liaison Commit- 
tee also set 1947 but, this case, the 
Cabinet Office. The periodic meetings the 
Commonwealth Finance Ministers, the Sterling 


(38) The decision devalue sterling September, 1949, 
aroused criticism from some Commonwealth countries, parti- 
cularly India, because was taken the United Kingdom 
without prior consultation with them. The British financial 
authorities seem have little excuse for this failure consult 
other members, for the Finance Ministers had met July 
agree cuts their dollar import programmes and the pos- 
sibility devaluation was not the agenda. 


Area Statistical Committee and the Common- 
wealth Liaison Committee would appear 
constitute the machinery through which major 
decisions management policy for the sterling 
area are taken, and through which one pre- 
sumes, the co-ordination dollar investment 
programmes achieved (39). 

The strains inherent the restrictions 
dollar expenditure exercised members the 
sterling area can smoothed out this ad- 
ministrative machinery. But obvious that 
heavy responsibility for the management the 
currency area still falls Britain, and the 
case the colonial dependencies, this country 
has clear economic and moral obligation 
see that they get fair share the benefits 
that accrue from hard currency pooling and 
policy decisions with regard the treatment 
the sterling balances. this respect, 
far from certain whether the benefits these ter- 
ritories derive from the dollar pool are all 
commensurate with their dollar earning capa- 
cities and their great need economic develop- 
ment. Not only should they get more than 
fair share dollar investment expenditure, but 
also essential that Britain should make 
available reasonable supply capital and con- 
sumer goods upon which the colonial depen- 
dencies can spend the sterling they get ex- 
change for their dollar earnings (40). 

The exploration into the origins the ster- 
ling area made Part indicated the way 
which countries developed the habit leaving 
their foreign currency earnings London 
the form reserves. The pooling foreign 


(39) For discussion the government the sterling 
area see Economist», January, 1950 and Planning», 
No. 332, 12th August, 1951. Much the technical execution 
policy done the Bank England which has Common- 
wealth representatives among its advisers, but not its Court 
Governors. 

(40) this point, Professor Lewis writes: 
long restrictions colonial dollar purchases continue the 
United Kingdom may get away without giving goods; this 
then form compulsory import capital from the colonies, 
which went during the war and for some time after, but 
makes nonsense talk colonial development, besides continu- 
ing submit the colonies the serious inflationary forces 
which they are all besieged present (Proceedings the 
Manchester Statistical Society, January, 1949). Moreover, 
Britain gives the colonies goods return for their sterling, 
which either because price quality she cannot sell 
open competition with dollar countries, then the restriction 
colonial dollar expenditure becomes form subtle exploitation. 
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currencies thus not innovation World 
War But the fact that sterling became in- 
convertible, made the dollar pool mechanism 
necessary and has given rise important 
new strain the cohesion the area. The 
danger that continuing restrictions the 
use sterling international transactions may 
induce members cease using London their 
banker and make their own direct payments 
arrangements with the non-sterling world. 
the case the colonial dependencies, such 
expression discontent the continuing res- 
triction sterling would most 
likely take the form rising wave eco- 


The Problem the Sterling Balances. 


The growth Britain’s sterling liabilities 
during the war and the economic forces that 
affected their size the post-war years, have 
already been considered. The 
ties the United Kingdom the 
December, 1950 stood millions, 
which 25734 millions was owing member 
countries the sterling area. That the paying 
off these enormous debts going 
great problem for Britain needs arguing; 
and should also obvious that when, how 
and what amounts these debts are paid 
are questions which constitute potential threat 
the cohesion the sterling area. 

the extent that the balances are liquidat- 
ed, some proportion Britain’s production 
goods and services used discharge the 
liability instead paying for current imports 
goods and services. the one hand, there- 
fore, the British financial authorities are very 
concerned with the amount unrequited ex- 
ports this country can afford any one year; 
the other hand, the holders these balances 
are very interested securing the maximum 
amount repayment any one year, 
finance, for instance, schemes economic 
development. But any impression that the rate 
liquidation these debts has and being 
determined nice balance between real 
economic cost and need would misleading. 
The complicating factor that sterling releases 


are frequently determined political consi- 
derations. Some indication the problems in- 
volved given the following Table. 


ESTIMATED STERLING BALANCES 
STERLING AREA COUNTRIES 


millions) 

820 720 

West African Colonies 150 
Other 244 245 250 

Unidentified, errors 

2,143 2,322 2,297 

Source: The Banker May 1950. The figures for total 


sterling liabilities given the above table not agree with 
those given Appendix which are the very latest estimates 
(Cmd. 8201). The U.K. Balance Payments White papers 
are constantly revising the estimates for past totals sterling 
liabilities. But though, the basis slightly different total 
figures, The Banker would have re-calculated the distribu- 
tion the balances, the broad picture presented the above 
table would not altered. 


This Table shows that the biggest reductions 
the sterling balances were the amounts 
held India, Pakistan and Ceylon. fact, 
stated another source, that the sterling 
balances these three countries have been 
drawn down 340 millions for current 
purposes from 1946 1949 (41). For assessing 
the potential burden the British economy 
from the existence these balances, the im- 
portant point not much their total size 
the amount available for spending any 
particular date. agreements concluded with 
Iraq, Ceylon, India and Pakistan much 
their old balances were blocked, the remaining 
proportion being the true measure the poten- 
tial drain Britain’s real resources 


ling releases (42). 


(41) The Colombo Plan, Cmd. 8080. 
(42) Likewise, agreements were concluded with non-sterling 
countries, the largest beneficiaries from sterling releases being 
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The figures for the distribution the 
balances between 1945 and 1949 also show that 
the reduction the holdings India, Pakistan 
and Ceylon was offset important extert 
the increased holdings Australia, South 
Africa and the British colonial dependencies. 
the case and South Africa, these 
increases doubt reflect part the capital 
movements from the United Kingdom discus- 
sed earlier (43). But would great mis- 
take assume that certain members the 
sterling area, even the wealthier ones, will 
always ready increase their sterling balan- 
ces. The result sharp fall primary 
product prices, for example, would most likely 
lead the Australians use their balances for 
increased public works programmes effort 
soften the impact the Australian standard 
living. 

The method release well the size 
these balances has been the subject much 
argument and controversy Britain. Cer- 
tainly the method and timing the releases 
has not been entirely satisfactory. The greatest 
pressures for releases have tended come when 
the sterling area balance payments with the 


Egypt and the Argentine. Figures for the distribution 
releases for all countries have been something like the following: 


The Economist May 13th, 1950 gives the distribution 
between balances which are blocked and restricted and those 
which are freely available for spending follows: 


(millions) 


Blocked and Total 


Restricted 


Again, the figures refer the total all sterling liabilities 
and are based estimates which have since been revised. 
But the broad picture interesting showing for example 
that though the total balances changed very little between 1948 
and 1949, the amount freely spendable was greatly increased, 
while the amount blocked was correspondingly reduced. 
other words between 1948 and 1949 the amount sterling 
payable demand with British exports rose and this 
figure therefore which constituted the immediate potential call 
British resources. 

(43) The increases the sterling balances the colonial 
dependencies are disturbing for they show that the net British 
investment the colonies has been very much less than 
figures for expenditure under schemes colonial development 
and welfare would first suggest. 


dollar area has been serious difficulties, that 
is, when the level demand the United 
States has tended decline. This has meant 
that the pressure for unrequited exports from 
Britain has increased just when the American 
market has been turning more competitive. But 
the greater the demand for unrequited exports, 
the higher the prices they will command 
terms sterling and the greater will the gap 
between British prices and dollar prices (44). 
The method annual release has also put 
premium political bargaining power, while, 
from the point view the sterling area 
countries, such bargaining has prevented any 
long term plannig the basis advanced 
knowledge how much sterling would become 
available for schemes. 

now out the question for Britain 
unilaterally scale down these balances. Apart 
from the difficulty scaling down balances 
held variety ways, from the central 
reserves for the Reserve Bank India the 
great number individual holdings Eire, 
such scaling down would politically disas- 
trous. From Britain’s point view, moreover, 
any scaling down incompatible with her 
position international banking centre for 
the area. 

One possible solution the problem has 
already been suggested the Colombo Plan. 
The external finance needed finance the six 
year programme economic development en- 
visaged the Plan, reaches total 1,084 
million. this amount, 246 millions ex- 
pected financed out the sterling balances 
India, Ceylon, Malaya and British 
Borneo over the period six years (45). This 
scheme least formalises releases sterling 
and enables development programmes 
planned. But its financing also depends 
certain amount dollar aid from the United 
States and this opens the possibility 


(44) There would seem mutually inflationary process 
work. The increase these balances result sales 
dollars the central reserves inflationary for the sterling 
area countries, while the liquidation these liabilities un- 
requited exports inflationary for Britain. 
sure Britain reduces, course, the real value the balances 
held London and strains the self restraint member coun- 
tries even further. 

(45) Cmd. 8080. 
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Britain’s enormous sterling liabilities being 
treated conjunction with America’s Point 
programme economic aid underdeveloped 
countries. The balances might scaled down 
was done return for dollar aid from the 
United States. The principal creditor countries 
would, however, very sensitive any trans- 
fer Britain’s debts, while the thought that 
the American taxpayer might shoulder them 
would not appeal American Congressmen. 

Yet, from the American point view, the 
existence these enormous liabilities the 
experience 1947 clearly demonstrated, pre- 
sents formidable obstacle the progress 
sterling towards true convertibility with other 
world currencies. However politically delicate 
these balances return for American aid 
certain economically underdeveloped members 
the sterling area, does seem solution 
worth exploring. 

But treatment the sterling balances along 
these lines must bring with change out- 
look the financial institutions and authori- 
ties London. proportion Britain’s 
sterling liabilities are regarded, effect, 
war debts, albeit belated recognition, then 
the traditional international banking attitude 
the City London must modi- 
fied. have already had reason 
question the compatibility between the main- 
tenance this traditional banking viewpoint 
and the emergence these enormous sterling 
debts Britain result the war. The 
premature attempts restore the prestige 
sterling has more than once endangered the 
true conditions for such prestige. Yet, these 
liabilities continue treated bank balan- 
ces, then they can neither indefinitely im- 
mobilised nor can members the sterling area 
expected exercise perpetual restraint 
liquidating them. But the scaling down 
these balances can achieved the basis 
increased American aid economically under- 
developed members the sterling area, then 
not only would the level world economic 
activity raised such action, but impor- 
tant obstacle the way restoring full con- 
vertibility sterling would fast the way 
removal. 


The Cohesion the Sterling Area. 


now remains consider, way con- 
clusion, the cohesion the sterling area since 
the war, for upon this that the survival 
the system depends. But any attempt 
summarise all the factors that determine the 
cohesion the sterling area and therefore its 
chances survival currency system, 
practically impossible because the future strength 
these influences cannot determined with 
any certainty. All that hoped for here 
indicate some the important factors which 
such assessment would have take into 
consideration was ever attempted. 

the first place, important remem- 
ber that many the habits which gave the 
sterling area its distinctive character the past 
still continue today. The member countries 
continue pool their reserves, while the es- 
sential banking operations for the whole area 
are still centralised London. This policy 
maintaining their exchanges stable terms 
sterling continues principal characteristic 
the sterling currency system, the devalu- 
ation 1949 clearly demonstrated (46). ad- 
dition the preservation these important 
practices, the ties investment and trade, which 
were fundamental the growth the sterling 
area the past, still remain powerful factors 
binding the member countries together. 
shown Appendix II, over total 
British investment 1948 was made the 
countries the sterling area though the ab- 
solute amount was, course, very much lower 
than 1939. Exports the Commonwealth 
countries accounted for total United 
Kingdom exports during 1949, against 
1938, while imports Commonwealth origin 
amounted 45°% total imports com- 
pared with pre-war figure per cent (47). 


(46) Pakistan was the one exception 1949, preferring 
maintain the old rate exchange with sterling rather than 
devalue together with all the other members. 

(47) Commonwealth Trade 1949, the 
Economic London, 1950. The figures for Com- 
monwealth trade include Canada, which not member 
the sterling area, but exclude Eire, Iraq, Transjordan and 
Iceland which are members. perhaps respect 
Canadian imports into the United Kingdom, doubtful 
these percentages would much altered bringing them into 
conformity with membership the sterling area. 
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The tariff negotiations conducted under the 
General Agreement Tariffs and Trade would 
seem indicate that imperial preference con- 
tinues strong bond between the Com- 
monwealth members the area (48). 

Since the war, the common problem 
dollar shortage has enabled members the 
sterling area act together defence the 
central reserves gold and dollars. The area 
surrounded chain exchange and im- 
port control, each link which required 
equal strength with every other link. 
Some member countries undoubtedly have ac- 
cess larger reserves than they could build 
themselves they left the area, They might 
even reduced the status country 
the bilateral account system, which case, 
the area over which sterling convenient 
method payment would considerably 
reduced. 

Membership the area also gives 
the advantage preferential treatment res- 
pect their capital requirements, especially 
the matter sterling releases, the Colombo 
Plan shows. 


All these factors constitute powerful compul- 
sions keeping members within the area. 

But only hard-headed calculations 
economic advantage which holds toge- 
ther; its history shows that common bonds 


(48) Imperial preference not essential the survival 
the sterling area, though may still play important role 
the economic relation the Commonwealth 
doubtful, for instance, imperial preference benefits the 
colonial dependencies, except respect one two commo- 
dities like sugar and tobacco from the West Indies. might 
cause serious friction between Britain and the colonies if, for 
example, cheap Japanese textiles were prevented from entering 
colonial markets the interests the dearer Lancashire 
products. 


political understanding must also considered 
powerful factor making for cohesion. That 
history, moreover, has shown capable 
great flexibility its monetary arrange- 
ments. Yet would presumptuous as- 
sume that the compulsions which keep mem- 
bers within the sterling area the moment will 
always more important than the disadvan- 
tages which seem present accompany 
decision leave the area. Our analysis the 
nature the dollar pool mechanism and the 
problem the sterling balances, has shown 
that both these features the present-day ster- 
ling area constitute great potential strains 
the cohesion the system. Whether this 
cohesion maintained clearly depends part, 
the way policy decisions with regard 
dollar import programmes and the treatment 
sterling balances are taken and administered. 
But apart from the actual method govern- 
ment the area, much its future inevi- 
tably bound with the future sterling 
itself, international currency. conti- 
nuance the present restrictions the use 
sterling for international payments will 
inevitably put great strain the ties which 
bind member countries together. Much, there- 
fore, depends the future possibilities 
sterling returning full convertibility the 
sterling area maintain its cohesion. Econo- 
mists will doubt continue debate the great 
issues involved the progress sterling to- 
wards realisation the ideals convertibility 
and non-discrimination. that suggested 
here, that these discussions will more fruit- 
ful made against background unders- 
tanding the genesis, nature and mechanism 
the sterling area, which has been the pur- 
pose this article explore. 
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APPENDIX 


UNITED KINGDOM INVESTMENT STERLING AREA COUNTRIES AND GROSS INCOME THEREFROM 


Interest and 
mil- Govt. from all Securities 

Loans 


Nominal Capital Reduction 


Country Values (£. millions) 


Eire 

Australia 

New Zealand 

India 

Pakistan 
British West Africa 

British East Africa 

British Central Africa 


Total Sterling Area (a) more 


~ 


Sterling Area all countries 


Includes other Commonwealth and British West Indies: Other includes Newfoundland, non-sterling area country. 
Excludes Egypt and Sudan; 1948 both countries longer members the sterling area. 
Reduction sterling area account percentage reduction account all other countries (including unclassified). 


Source: U.K. Overseas Investments 1938 1948 (1950), Tables (1), (2), (3) and (22). 


Notes 


(i) Figures investment are given nominal values and may over-state the real indebtedness sterling area countries 
the United Kingdom, than market values could given. 

(ii) The tables brings out the distribution between countries the sterling area and the proportion total British overseas 
investment the area. clear that investment the sterling area more profitable than investment elsewhere. Thus 1948, 
sterling area investments accounted for total investments but yielded 54.3% total income from foreign investments. 


should also noted that the rise sterling balances London during the war would have been greater had there 
not been reduction 544 million British investment. Column (5) shows that extent which reduction Government 
external debts was pursued deliberate policy certain sterling area countries. Thus India, for example, practically 
the whole her government external debt; Egypt and South Africa also show heavy reductions. 


(iv) The decline income from sterling area investment: between 1939 and 1945 was important contributory factor 
that general decline British invisible income which made the balance payments position this country acute after the war. 
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STATISTICAL DATA 
THE ITALIAN ECONOMIC SITUATION 


= 


Statistical Appendix 
ITALIAN BUDGET SUMMARY ASSESSMENTS AND OBLIGATIONS 
Table 
(milliards lire) 
Source: Conto riassuntivo del Tesoro. 
ITALIAN BUDGET SUMMARY FINANCING: CASH DEFICIT Toble 
(millions ‘of lire) 
Financing cash deficit: 


(a) and movements capital. 
current’ revenue and: expenditure and movements capital. 
(Cassa DD. PP.) which collects the deposits the Postal Savings Banks. 

public bodies. 


Source: Conto riassuntivo del Tesoro. 
ITALIAN DOMESTIC PUBLIC DEBT 
(milliards lire Index Numbers, 1938=100) 
mount mount 
June 100 691 820 744 471 2,035 6.783 9-0 


(a) Rectified. 
Source: Conto riassuntivo del Tesoro. 


(b) Receipts and payments and arrears; 
For more than 90%, a/cs. with Cassa Depositi Prestiti 
(d) Debits and credits with government's agencies and 


Table 


Total domestic 


public debt 
Amount 
1,321.9 990 
1,730.1 1,296 
2,146.4 1,608 
2,486.0 1,862 
2,675.0 2,038 
2,662.0 1,994 
2,697.0 2,020 
2,788.0 2,088 
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Banks 


Accounts (b) Total De; 


End period 


bers 


oro 


Postal Savings Banks 


DEPOSITS AND CURRENT ACCOUNTS ITALIAN ORDINARY BANKS AND POSTAL SAVINGS BANKS 


Index ordinary 


Current 
Total 
liards 


lire 


1.3} 

135 
128 
132 
124 
137 
135 
139 
152 
158 


(a) Public Law Credit Institutes, Banks National Interest, Ordinary Credit Banks, 


Banks and Pledge Banks Category. 
(b) Inter-bank current accounts are excluded. 
Source: Rollettino the Bank Italy. 


(millions lire) 


12 | 105 
232 
380 

122 657 
116 816 
120 
113 832 
123 855 
126 866 


People’s Co-operative 


New Series 


Amounts outstanding 


deposits with the Treasury and 
Index Numbers: 100 
Deposits and current accounts 100 128.2 131.5 
Cash and sums available sight 100 134.9 110.3 107.9 
Fixed deposits with the and 
other 100 140.4 173-9 148.4 
Government Securities 100 103.2 108.9 125.2 
Credits to clients ie 100 130.5 130.1 134.0 


deposits and current a/cs 


Fixed deposits with the and 

Government Securities 21.9 22.6 


(a) The data refer 365 banks (commercial and savings banks) which hold about the total deposits collected 


Italian banks. 


(b) The Bank Italy has revised the quarterly series banking assets, beginning from December For back figures 


2,234,906 
221,621 


280,417 


147.0 
131.0 


157-7 
131.7 
156.9 


12.5 
24-4 


lire 


DEPOSITS, CURRENT ACCOUNTS AND ASSETS ITALIAN BANKS (a) 


num- 


Table 


Percent ratio 


deposits 


and c/a 


Banks 


25.8 


Table 


2,271,054 


178,859 


12.1 
25.4 


(old series) see, Recent Banking Developments Italy, this Review, No. 11, October-December 1949, PP. 230-231. 


(c) Treasury bills and other Government Nominal value. 


(d) Includes: bills hand (portafoglio), contango (riporti), advances (anticipazioni), current accounts (conti loans 
recoverable salaries (prestiti pegno contro cessione stipendio), loans (mutui), current accounts with sections for special 
credits (conti correnti con sezioni speciali), credits abroad (impieghi non-Government securities (titoli non Stato), 


Source: Bollettino the Bank Italy. 


171,502 


12.4 
25- 1 
82.9 


Savings 


170 
23-7 
22.9 
12 25-0 | 
36.9 
37°5 
37-6 
38.8 
149-4 149-9 
105.8 101.5 
155.0 158.4 
139.1 
161.6 167.4 
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NOTE CIRCULATION, PRICES, WAGES AND SHARE QUOTATIONS ITALY Table 
(Indexes, 
1948 December 970.9 4,316 5,969 4,917 1,416.9 995 3,827 
1950 June 994-2 4419 5,069 4,823 1,428.8 
December 1,176.4 5,228 5,567 5:009 1,589.1 919 
April 1,086.4 4,828 5,697 6,165 1,629.2 g18 
(a) End year month. Includes: Bank Italy notes, Treasury notes, and (b) Bollettino the Bank 


Italy; (c) Bollettino Mensile Statistica issued the Central Institute Statistics; Business Statistics Centre Florence. 


PRICES AND YIELDS ITALIAN SECURITIES MAIN CATEGORIES 


Government Securities 


Table 


Share 
Treasury Average Share Securities 
Redeemable Bills 
Yield Price Yield Price Yield Price Yield Price Yield 
number per number per an- per number per an- number per an- 
1938 100.0 5-40 100.0 5-37 100.0 5-07 100.0 5-33 100 
1946 105.3 112.1 4-78 91.3 5-55 98.2 5-43 781.7 0.45 
1947 94-4 5-72 73-7 6.88 0.64 
1948 99-4 5-43 85.8 6.60 89.2 5-93 87.6 6.22 2.31 
1949 105.9 5-10 96.1 94-6 96.0 5-68 1,567.7 3-97 
1950 5-13 93-4 6.06 93-6 5-68 93-6 5.83 1,528.2 
1951 March 102.5 5-27 6.46 85.9 6.16 88.0 6.19 1,727.8 6.16 
April 101.3 5-33 6.52 85.6 6.18 87.6 6.22 1,629.2 6.66 
May 5-34 86.5 6.54 86.2 6.14 87.6 6.22 1,639.9 6.79 
June 101.5 5-32 87.3 6.48 87.1 6.07 88.6 6.15 1,618.3 7-12 
July 101.5 5-32 88.3 6.41 88.0 6.01 89.6 6.08 1,636.4 7-14 
August 102.1 5-29 90.0 6.29 g0.0 5-88 5-96 1,678.1 6.96 
Source: Bollettino the Bank Italy. 
WHOLESALE PRICES GROUPS COMMODITIES Table 
(Indexes, 100) 
Raw 
dities Animal necring ficants Cement 
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WAGES AND SALARIES ITALY 
(gross retributions inclusive family allowances) Table 
(Indexes, 


1948 1950 
(d) Dec. April May July August 


Categories 


Industry 
Ordinary workers and semi- 5,662 6,113 6,323 6,323 6,800 6,849 


(a) Administrative grade; (b) Executive grade; (c) Clerical grade; (d) The net remunerations have been reduced since 
1949 consequence the special deduction made for financing the Fanfani Plan for housing reconstruction (Act 
28-2-1949). 


NATIONAL INDEX LIVING COST Table 
(Indexes, 100) 
1948 6.149 5,810 3,069 399 
5,009 6,014 3,602 $97 
6,105 7,065 1,258 
6,280 3,673 1,267 
7.108 3,687 1,260 
6.333 6.083 1,265 
Source: Bollettino Mensile 


ITALIAN INDUSTRIAL PRODUCTION INDEXES Table 
(unadjusted monthly averages, 1938 


Manufactures 
Gene- Elec- 


. 
Tex- Lum- Non Che- tric 
tiles ber Paper lurgy metallic Rubber Power 


Year month ral 
nin 
Index Total 


June 118 118 
April 137 109 133 

Mav 


123 11g 121 132 


113 132 125 143 


110 106 


117 136 130 162 164 
134 163 158 


144 
144 


June 138 108 133 
July 143 136 139 
(a) the problem index numbers Italian industrial production, see this Review, No. 16, 
Note the Index Numbers Italian Industrial pag. 34; National Income, Consumption 
ments Italy, pag. 
Source: Bollettino Mensile Statistica. 
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Statistical Appendix 


Table 
CAPITAL, SHARE PRICES, AND DIVIDENDS ITALIAN COMPANIES QUOTED STOCK EXCHANGES 


1950 


Companies 1951 at August 31, dividend dividend 


lire) (lire) value (d) 


7 


Financial and Insurance 


Finsider 14,400,000 500 475 
Industrie Agricole Ligure 1,530,000 2,000 
Soc. Strade Ferrate 17,500,000 1,000 
Soc. Naz. Sviluppo 3,000,000 638 
S.T.E.T. (Soc. Torinese Esercizi 2.100 


EN ew 


w 


Textile 


Cotonificio 1,000 17.950 500 
(Fabbr. Affini) 630,000 200 424 
Lanificio Gavardo 315,000 300 200 
21,000,000 1,200 225 
Tessiture Seriche 640,000 400 305 


Electrical 


Dinamo Soc. Ital. Imprese Elettriche 5,000,000 2,000 1,925 120 6.23 
Elettrica della 1,485,000 1,000 1,265 6.32 
Soc. Emiliana Esercizi Elettrici 2,000 1,808 6.64 
Esticino Soc. Basso 1,800,000 1,000 6.61 
Soc. Gen. della Sicilia 2,000 1,965 140 7.12 
Soc. Idroelettrica Piemonte 1,200 1,078 7-79 


> 


D> 


(a) about Joint Stock Companies only 211 list the Exchanges. The Official list 
Milano Stock Exchange records quotations 118 shares, which only are regarded active 

(b) Official closing prices the Milan Stock Exchange. For shares quoted other Stock Exchanges the following indi- 
cations are given: Fi=Florence; Ge=Genoa; Na=Naples; Ro=Rome: To= Turin; 

(c) 1950 business year. 

(d) The nominal value which the percentage refers, that resulting the end 1950 business year and does not 
necessarily coincide with figure stated column (August 31, 1951), owing the monctary revaluations share 


173, 
I 200 3-15 
2 375° 7-50 7.89 
4-32 
7-50 
250 8.33 
4-43 
6.27 
10 4° 40 4-30 
75 6 4:35 
7-50 7-14 
3-62 
2.93 
1.48 
; 172 20 9.09 
6.22 
5-99 
7-50 4-11 
66.67 4-60 
2.83 
26 20 7-58 
4-63 
: 28 6o 4-54 
2.98 
23.33 4-19 
6.45 
13.33 6.10 
18.95 8.46 
34 5 6.56 
36 
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Nominal 
Fac 
Companies (a) 1951 
(thousands August 31, 
lire 
(lire) 
Soc. Lucana Imprese Idroelettriche 480,000 1,000 
Officine Elettriche Genovesi 4,500,000 2,000 
Vizzola Soc. Lombarda per 
15,960,000 2,000 


Communications, Water and Gas 


Soc. Pia Antica 1,980,000 
Acquedotto Ferrari Galliera 1,575,000 
Soc. per Condotta Acque Potabili 1,540,000 


Soc. Ferrovie Nord Milano 1,214,220 
Ferrovie Torino Nord 700,000 

Soc. Italiana Condotte Acqua 500,000 
Soc. Italiana Gas 11,000,000 
Soc. It. Strade Ferrate del Mediterraneo 
Navigazione Alta Italia 375,000 
Soc. Strade Ferrate Secondarie Meridionali 1,200,000 
Soc. Telefonica Tirrena 


Chemicals 


A.N.LC. Azienda Nazionale Idrogenazione 


Combustibili 7,200,000 
Soc. Elettrica Elettrochimica del 643,125 
Monte Amiata Soc. Mineraria 984,000 
Montecatini Soc. Gen. per 

S.A.F.F.A. Soc. Affini 2,000,000 
Soc. Ind. Ossigeno altri Gas 300,000 

Stabilimento Minerario del 494,208 


Minerals, Metals and 


Comp. Ital. Freni Segnali 420,000 
Ercole Marelli 1,000,000 
Edoardo Bianchi Automobili 

7,500,000 
Ernesto Breda Ital. Costruzioni 


(a) (d) See foot-notes page 173. 


2,000 
1,250 
2.500 


100 
250 


1,350 
600 


600 

200 
200 


150 
300 
3,000 


200 
100 
350 
500 
500 


100 
400 
250 
200 


300 
1,000 
1,000 

500 


Price 


shares 
August 31, 


1951 (b) 
(lire) 


1950 


dividend 


1,255 (Na) 


865 


1,830 (Ge) 


93° 


955 (Ro) 
728 (Ge) 
3,160 


(Tr) 


2,170 
(To) 


2,905 (Ro) 
390 (Ro) 


10,650 (Ge) 
1,200 (Na) 
2,325 


gi 
642 
2,150 
1,580 


854 
46.75 
782 


575 


277 (To) 


1,360 
10,500 (To) 


172 
220 (Tr) 
278 (To) 

459 


105.50 
492 
156 


2,720 


1,653 


(c) 
(lire) 


120 


240 


160 


Percentage Percentage 
dividend dividend 
price 
nominal 31, 
value (d) 1951 


8.09 
6.56 
6.64 
7-94 


8.10 


“J 
c 


nN 


| 

7-69 


6.86 3-30 
3-79 
17.50 
3-45 
5.81 
6.20 
22. 
6.28 
6.97 
8.56 
5-37 
6.95 
16.67 9.0 
4-41 
8.71 

12.50 10.16 
8.16 
8.15 
4:54 
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50 j | 
H 
2,080 
| 61 
, 2,000 350 
3,000 180 
450 
| | 12 
150 
150 
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Continued 


105 Whitehead Moto-Fides Stabilimenti Mecca- 
Foodstuffs 
Esercizio Molini (gid Molini Alta 502,000 1,000 1,055 6.63 
Agricultural and Real Estate 
Compagnia Italiana Grandi Alberghi 3,000,000 1,000 1,474 100 
Fondi Rustici Soc. Industriale 680,000 800 1,145 6.98 
Soc. per Risanamento Napoli 1,269,000 1,350 7-30 2.88 
129 Silos Genova Magazzini Gener. Sbarchi 
Sundry 
Soc. Ital. dei Forni Elettrici dell’ Elettro- 


(a) (b) (c) (d) See foot-notes page 174. 


ad 
Tas 
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ITALIAN OFFICES ano BRANCHES 


Udine 


Sampierdarena 
nova 


ROMA 


Cal. 


Cosenza 
Crotoned 


